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GUARANTEED wage plans can be traced 
back almost to the beginning of mod- 
ern industrial relations history, but 
since these plans have covered only a 
very small fraction of the labor force, 
they have never commanded more 
than local and scattered interest. When 
the United Steelworkers of America 
(CIO) made guaranteed annual wage 
(GAW) bargaining demands in 1943, 
the National War Labor Board faced 
the first GAW proposal of immediate 
national economic significance. The 
Board refused to approve the demand, 
but it recommended that an independ- 
ent commission tackle the question: 
“Would the development of GAW 
plans work beneficially in American 
industries?” The now famous Latimer 
report, published on January 31, 1947, 
gave the answer, and it was, in effect, 
“no” to absolute wage guarantee plans. 
However, it concluded that wage guar- 
antees could work beneficially if they 
were well safeguarded against exces- 
sive cost, adequately financed, widely 
adopted, and integrated with unem- 
ployment compensation legislation. 
Between the time of this report and 
the United Automobile Workers 
(CIO) -Ford Motor Company negotia- 
tions this year, union interest in GAW 
increased. Wage guarantees were an 
issue in the 1947 auto negotiations 


* This article is based on a paper pre- 
sented to the University of Minnesota’s 
Northern Minnesota Conference on Indus- 
trial Relations, October 13, 1955. 
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and again in the 1951 steel negotia- 
tions, but were dropped in each case. 
GAW plans were won in St. Louis by 
the Teamsters’ union, in the sugar re- 
fining industry by the CIO Packing- 
house Workers, and by a few large 
AFL electrical and garment workers 
But the issue attracted little 
public attention. 

In 1955, as the Ford Motor Com- 
pany’s April 12 bargaining date ap- 
proached, the UAW’s demands forced 
the economic issues of GAW back into 
national prominence for a second time. 
And for a second time there was the 
question: “Would the development of 
GAW plans work beneficially in 
American industries?” 

In looking at this 12-year-old ques- 
tion, most employers, many disinter- 
ested parties, and even some _ trade 
unions found that it would not. Unlike 
the economics professor, who, by the 
story, could use the same old exam- 
ination questions year after year be- 
cause his answers changed, this answer 
was given without consideration for 
the fact that the question had changed 
—for the UAW was not demanding a 
guaranteed annual wage. Many of the 
baleful predictions about what might 
happen if the UAW won its GAW 
demands would look much less foolish 
today if during the negotiations this 
fact had been widely recognized. 

Perhaps the UAW helped to create 
this situation by its bargaining cam- 
paign—a campaign that had been 


locals. 
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gaining momentum and support 
through several years of preparation. 
It included designation of the GAW 
as a major bargaining objective by 
several UAW conventions, consulta- 
tion about the economics of GAW 
with a panel of 10 distinguished 
United States and Canadian econo- 
mists, and an education campaign 
complete with booklets and bumper 
stickers. 

Employers who saw this bargaining 
campaign building up a full head of 
steam could not be blamed for trotting 
out many of the old criticisms of 
GAW. The 1955 Bureau of National 
Affairs Manual on GAW noted that 
“Although there are some exceptions 

. [management] arguments against 
GAW have been for the most part 
directed at the broad notion of guar- 
anteed employment itself rather than 
at the narrower details of specific 
union proposals. . . 2” Two weeks be- 
fore Ford’s negotiations began, the 
Wall Street Journal, for example, con- 
tended that a GAW plan might well 
straight-jacket and even bankrupt the 
automobile manufacturers. 

Armed with hindsight and the newly 
negotiated agreement, we can see what 
actually happened. The UAW and the 
Ford Motor Company followed an in- 
dustry tradition of long standing: they 
brought out a new model — namely, 
supplementary unemployment benefits. 

It can be argued, I suppose, that 
this analogy breaks down when one 
takes into account earlier SUB pro- 
posals by the CIO. A 1951 Steelwork- 
ers bargaining demand, one that 
stemmed directly from the Latimer 
report, was for a wage plan integrated 


with unemployment 
Also, some social insurance programs, 
particularly workmen’s compensation. 
have long been privately supplemented. 

Despite the historical antecedents 
of SUB plans, however, the important 
fact remains that compared with the 
GAW plans that occupied much pub- 
lic attention earlier this year, the SUF 
plan that emerged from the Ford. 
UAW bargaining is definitely a new 
model. Take, for example, the signifi. 
cant difference in the employer’s wag« 
commitment under a strict GAW plat 
and an SUB plan: Employers, suck 
as the Brown Shoe Company, who are 
party to St. Louis GAW plans (whiclt 
provide more income security than any 
major GAW plan) have agreed tha 
the wages of covered employees are ; 
fixed cost of future output. The guar 
anteed portion of the wage bill remain 
unchanged in total through the periox 
of the agreement, regardless of th 
firm’s output. Like interest on bondec 
debt, these wages are a fixed payment 

Compare this with the commitmen 
of the automobile manufacturers wh: 
have signed SUB agreements. The 
have agreed only to pay five cents pe 
man-hour into a fund; the fund ha 
stated limits above which contribution 
cease and below which it is restored b 
renewed contributions, tied in eac 
case, however, to current man-hours ¢ 
work. These employers have agree 
to a wage-like payment, one that wi 
vary with future output. 

The differences between GAW an 
SUB have provoked some critics - 
including AFL Pattern Makers’ pres 
dent George Q. Lynch — to obsery 
that SUB payments (1) are not real 


compensation. 


A 
“guaranteed,” since the fund could, 
under some circumstances, be de- 
pleted; (2) are not “annual,” since 
most SUB payments run for less than 
a year; and (3) are not a “wage,” 
according to the recent ruling of the 
Secretary of Labor. 

_ Dissatisfaction over these facts seems 
to have been the cause of sporadic 
strikes among a few UAW members. 
Some skilled workers have even formed 
a new union— “The Society of In- 
dustrial Skilled Trades of North 
America.” 

It should come as news to no one, 
therefore, that the auto workers’ con- 
tracts do not call for a GAW plan. 
Why, then, are they so vigorously de- 
nounced by critics such as those who 
met in the National Association of 
Manufacturers’ July 14, 1955, work- 
shop?? The reason was probably best 
stated by the Washington Post’s Mur- 
ray Kempton, who said after the auto 
negotiations that although Walter 
Reuther had won only half a loaf, he 
had managed to get inside the bakery. 
Certainly this explains much of the 
adverse reaction to the 
Ford bargain. 


(business ) 


*See Proceedings of the Industrial Work- 
shop on Job Security, July 14, 1955 (New 
York: National Association of Manufactur- 
ers). In a more recent publication, An Anal- 
ysis of the Ford Type Plan for Supplemental 
Unemployment Compensation, the NAM 
states its opposition to the auto plans on the 
grounds, among others, that they tend to 
discriminate among employees, have adverse 
effects on work and business incentives, and 
usurp legislative authority over unemploy- 
ment compensation, The Association ap- 
pears, however, to consider layoff plans, 
such as those negotiated in the glass indus- 
try, which set up private funds in individual 
accounts, to be sound. 
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Employers who have spoken in op- 
position to SUB plans seem in many 
cases to be saying that although SUB 
plans call essentially for a wage-like 
payment, we have seen what Walter 
Reuther did in a few short years to 
the UAW pension program. What will 
happen when he starts to close the 
gap between SUB and GAW? 

An appraisal of wage guarantee 
plans, therefore, must distinguish be- 
tweens lt) GAW splans: (2)eisUB 
plans; and (3) plans yet to be nego- 
tiated when the gap between SUB and 
GAW is closed. 

Let us look at them in that order. 


Li 


To the individual firm, the cost sig- 
nificance of a wage guarantee may be 
great or little depending upon (1) the 
cost-limiting factors that have been 
written into the contract; (2) the 
extent to which business conditions 
make the guarantee effective as writ- 
ten; and (3) the extent to which this 
cost is offset by gains resulting from 
the guarantee, both within the firm 
and in the economy as a whole. 

Cost limits of a given GAW plan 
will vary with such factors as the por- 
tion of the work force covered by the 
plan, the portion of the wage bill guar- 
anteed, the duration of the payments, 
the conditions under which claimants 
may become disqualified, the manner 
in which the payments are financed, 
the flexibility in transferring workers 
or accumulating hours, and the escape 
possibilities during times of distress. 

These cost limits become operative 
when business conditions make the 
guarantee effective as written. Given 
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the limits of a particular GAW plan, an 
employer can estimate his risks under 
varying business conditions if he can 
forecast his labor requirements. But 
this hypothetical result is a static, 
gross risk. It will mean a net cost only 
if it outweighs the savings made pos- 
sible by the GAW plan. Possible sav- 
ings may result from reduced unem- 
ployment compensation taxes, higher 
production, and reduced turnover if 
employee morale responds favorably 
to the wage guarantee. Furthermore, 
the plan is an incentive to the em- 
ployer to stabilize employment, to sup- 
port a full employment fiscal program, 
and it may stimulate him to more (or 
less) investment in his business to en- 
sure that the guarantee will not be- 
come effective. 

How do these and the many other 
possible results of GAW plans add up 
in. our experience? Studies of GAW 
plans have shown that, on the one 
hand, plans written so securely as to 
guarantee virtually nothing may pro- 
duce adverse cost results because of 
worker dissatisfaction, and that, on the 
other hand, plans with initially ambi- 
tious guarantees may soon have to 
resort to escape clauses. 

However, GAW experience warrants 
the generalization that (1) GAW plans 
enthusiastically accepted by workers 
and management can result in re- 
duced unit production costs and more 
stable employment to offset the risk 
of the guarantee, and that (2) the 
balance between risk and saving must 
be achieved by plans tailored by ex- 
perience to individual situations. In 
short, the experience of a limited 
number of individual firms, some with 


considerable fluctuations in product 
demand, show that GAW plans can 
work beneficially. 

But can they succeed on a large- 
scale basis? The answer to this ques- 
tion hinges on whether or not the off- 
setting savings will be such that a 
guarantee may be meaningfully free 
of restrictions, yet not require a bank. 
rupting payoff. St. Louis plans, a: 
rigid as any in existence, have not ye: 
had to pay for employment instability, 
and the parties to them are cautious ir 
their expectations of possible saving: 
prompted by the plans. Even long ex: 
perience, such as Hormel’s, where pay: 
offs have occurred, yields little concrete 
evidence about this result, for the ex 
tent of the saving is not readilh 
ascertainable. And finally, since GAW 
plans are so few and so scattered 
judgments about their incentive effect 
on investment decisions, consumer be 
havior, and employer support of ful 
employment measures remain largeh 
hypothetical. “The guaranteed wag 
movement,” observed the 1947 Latime 
report, “is more significant as an inde: 
of practicable possibility than as 
record of direct achievement.” Thi 
observation, as well as the report’ 
finding that successful widesprea 
adoption would require safeguards an 
integration with unemployment com 
pensation, seems as sound today as | 
was at the time the report was issuec 


II. 


This fact is in many ways the prer 


* They have paid, however, for work lo 
because of another union’s strike. Teamste 
who refused to cross shoe workers’ pick 
lines at Brown Shoe Company recently r 
ceived a week’s pay under their GAW pla 
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ise of the SUB plans, whose operation 
presents a decidedly different picture 
trom that of GAW plans. Typically, 


he can thereby satisfy the fund’s re- 
quirements and be relieved from 
further contributions to it. 


the auto SUB plans provide that: 


(1) Covered employees become eli- 
gible to participate in SUB by acquiring 
“credit units” for each workweek of at 
least 32 hours after the contract date. 
The number of credit units that can be 
earned (typically 26) varies with the 
plan, and their rate of accumulation 
-and rate of exchange for benefits de- 
pend on seniority and the size of the 


fund. 


_ (2) In the event of layoffs, employ- 
ees exchange earned credits for benefit 
payments from a trust fund. 


(3) Payments from the fund, when 
added to unemployment benefits, will 
give unemployed workers 65 percent 
of earnings for four weeks, 60 percent 
for a remaining 22 weeks. The amount 
of payments will depend, therefore, 
upon earnings of the employee and the 
level of unemployment benefits. 

(4) The fund is financed by em- 
ployer payments of five cents per man- 
hour worked and has fixed upper 
limits. 

This arrangement clearly defines the 
outside limits of the employer’s liabili- 
ties (his risk) under any business con- 
ditions. He makes a wage-like payment 
which will, at any level of output, bear 
the same relation to man-hours 
worked. In the event of layoffs, pay- 
ments from the fund will not put 
added burdens on the employer. At 
the same time, however, his current 
contributions to the fund give the em- 
ployer an incentive to avoid these lay- 
offs by stabilizing employment — for 


SUB’s greatest cost impact on an 
employer, therefore, is no different 
from a wage increase of a similar 
amount of money, and its economic 
effects, in part, will be no different 
from those associated with any wage 
increase. What are these effects? Any 
increase in wage rates makes more 
attractive to management machinery 
that can be substituted for the higher- 
priced labor; so too, a wage hike could 
be expected to spur an employer’s in- 
terest in new methods of production 
that use less of the more expensive 
input — labor. 

Can we expect SUB provisions to 
produce results such as these? Some 
automobile did 
nounce new machine and moderniza- 
tion expenditures directly after sign- 
ing their collective agreements, but 
SUB can hardly claim much credit 
for these or even future investment 
decisions. Cost incentives to greater 
technological efficiency are already 
very high in the automobile industry; 
and since SUB costs are less than one- 
fourth of the total increase in labor 
costs of the new auto contracts, SUB’s 
contribution to greater technological 
proportionately 


manufacturers an- 


efficiency must be 
small. 

How about SUB’s effect on prices? 
If the bargained SUB plans were 
traded for wages —- an assumption that 
seems safe in view of this year’s wage 
settlements — it follows that there is 
nothing peculiar about SUB _ plans 
which might affect prices differently 
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from the wage adjustment that would 
have been made in their absence. 

Despite the fact that an employer's 
SUB costs in many ways resemble his 
wage costs, they differ from wage pay- 
ments in one very significant respect; 
that is, SUB costs are less “fixed” than 
are normal wage costs, because, once 
the fund reaches its prescribed limits, 
an employer can reduce his SUB pay- 
ments while maintaining his work force 
at full strength. Current layoffs will au- 
tomatically start current payments into 
the fund, but these can be reduced if 
the employer achieves some success 
in stabilizing employment, promotes 
higher unemployment compensation 
benefits, or full employment fiscal poli- 
cies. The “pay-as-you-go” costs of SUB 
give him an incentive to try his hand at 
all of these. His reward for succeeding 
will be a reduction in costs well below 
what a five-cent wage increase would 
cost. Yet his potential risk for failing, 
or refusing to try, is never greater than 
a five-cent-per-hour wage increase — in 
fact it is less, because SUB payments 
are per man-hour payments and do not 
expand into overtime and_ because, 
since they are not defined as wages, 
they do not require unemployment 
compensation taxes. 

One of the most frequently expressed 
criticisms of SUB is that in seeking the 
laudable objective of employment sta- 
bility, it operates in a negative and 
perhaps dangerous way — specifically, 
by penalizing employers for layoffs, 
SUB may unwittingly stunt economic 
growth. Employers might increase their 
man-hours of overtime rather than hire 
workers, for hiring new workers would 
increase the base of possible future lia- 


bility. And beyond this, capital might 
be less venturesome under the possible _ 
layoff penalties. One cannot flatly pre-_ 
dict that these results will not occur, 
but certainly there are no rational eco- 
nomic motives for such decisions. SUB 
is not a greater cost risk than a wage 
payment and hence should play no 
greater part in investment decisions 
than would wages. SUB provisions 
guard against being a deterrent to 
hiring by requiring two weeks of work 
for one credit unit, hence the drain on 
the fund during layoffs is no greater 
than the increased wage costs ones 
time and a half. | 

Employers might still be deterred 
from hiring new workers because fringe 
benefit costs could tip the balance, but 
several other factors should more than 
offset this possible cost penalty on new 
hiring. Not all newly hired workers are 
likely to be laid off; and even those 
who are must have served their proba- 
tionary period to be covered by the 
plan; furthermore, covered employees 
who are laid off receive only a supple- 
mental payment which is considerably 
less than their wage; and finally, when 
laid-off employees are successful in 
finding new work, their SUB payments 
cease. 

SUB could cause dislocation of some 
industries and workers if, for example. 
a large firm which depends on smaller 
supplier companies chooses to produce 
supplier items itself as a means of 
stabilizing employment. Whether or not 
this might happen would in turn de. 
pend on whether SUB costs become < 
large enough incentive to do this, anc 
(as Professor Sumner Slichter ha 
pointed out) on whether or not union: 


MA 
ee 
4 
Fe 


will be willing to make bargaining con- 
essions when the problem arises. 
SUB payments, unless based on 
individual accounts such as those estab- 


ee by the recently negotiated Pitts- 
_ burgh Plate Glass plan, can be said to 


_ “discriminate” against longer service 
_ workers who are fortunate enough not 


to need them, but who, in effect, are 


contributing to the fund. But certainly 


this argument cannot be considered a 


serious indictment of the SUB plans; 
neither can the argument of the pos- 


” 


sible adverse effects of SUB payments 
on mobility and employment incentives, 
for compared with the institutional 


barriers and incentives in work de- 
cisions, SUB payments cannot be ex- 


pected to play a significant role. 

SUB must be recognized as a moder- 
ate stabilizing device. The timing of 
SUB payments tends to make them a 


countercyclical force, for like the un- 


employment benefits they supplement, 
SUB gives laid-off workers increased 
buying power during layoffs, but with- 
holds it during times of full employ- 


mament. 


In appraising SUB, the direct objec- 
tives of the plans should not be over- 


looked. According to the Ford Motor 
Company, it agreed to SUB because its 
plan will accomplish three interrelated 


‘benefits 


objectives: (1) it will pay supplemental 
to laid-off Ford employees 


under state unemployment compensa- 


tion; (2) it will avoid placing un- 


limited and unpredictable liability on 


~- 


the company; and (3) it will minimize 


the danger that available funds will be 


exhausted by payments to low seniority 
employees to the detriment of high 


APPRAISING THE NEW GAW BARGAINS 9 


seniority employees who might subse- 
quently be laid off. 

Looked at in its entirety, SUB is a 
device which provides for payment of 
supplementary unemployment benefits 
and which at the same time stimulates 
the same savings offsets as GAW (i.e., 
employment stabilization) but does not 
involve nearly the same risk. For that 
reason, when we add up the many pos- 
sible economic effects of SUB plans 
in a balance-sheet appraisal, the result 
seems to be clearly a favorable one. 


III. 


But what will happen when the 
UAW tries to close the gap between 
SUB and GAW? Almost all observers 
seem to agree that since employers, in 
agreeing to SUB, have recognized the 
principle of guaranteed wages, they will 
find themselves in a weakened bargain- 
ing position when the union tries to 
improve the plans. Not all employers 
agree with the implications of this pre- 
diction. Mr. Malcolm Denise, General 
Industrial Relations Manager of Ford, 
recently announced that Ford would 
take a strike of “indefinite duration” 
rather than agree to SUB modifications 
that would sacrifice its present limited 
liability and variable cost features, 
among others. 

Bargaining experience since the first 
SUB agreement with the Ford Motor 
Company, however, gives much au- 
thority to the argument that SUB plans 
will be expanded and further de- 
veloped. What paths will these de- 
velopments take? Some evidence is 
now available. Mr. Nat Weinberg, 
chief economist for the UAW, has said 
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that in future bargaining UAW will 
seek more independent administration 
of SUB rather than integrated adminis- 
tration with state divisions of employ- 
ment security. Behind this move is the 
desire to escape what the UAW con- 
siders harsh eligibility and disquali- 
fication requirements of some state 
administrations. Also, since some UAW 
officials hail the Allis-Chalmers agree- 
ment as an improved version of SUB, 
it might be indicative of things to come. 
The Allis-Chalmers plan differs from 
the Ford settlement in that benefit pay- 
ments are higher (full 65 percent for 
duration of payments), are paid for a 
longer term, and are paid whether or 
not earnings disqualify the worker from 
state unemployment benefits. Further- 
more, the plan relaxes seniority pro- 
visions in establishing credit units, 
makes them easier to get in shorter 
workweeks, and provides better “sub- 
stitute” benefits. 

From the standpoint of their eco- 
nomic impact, all of these changes may 
be considered together. Independent 
administration, if it leads to more 
liberal eligibility and fewer disqualifi- 
cations, will increase the rate of pay- 
ments from the fund. The net.result of 
the Allis-Chalmers provisions is the 
same. They differ from the Ford plan 
only in that they call for increased pay- 
ments, but significantly, Allis-Chalmers’ 
liability —its rate of contribution to 
the fund —is not larger than Ford’s. 
For companies with declining or un- 
stable employment, changes such as 
these will make the cost differential of 
these SUB plans greater in comparison 
with companies with stable employ- 
ment. The changes increase the likeli- 


hood that an employer will in fact have 
to pay out his full risk limits of five © 
cents per man-hour; but so long as 
these actual risk limits are not in- 
creased, the dangers of SUB’s expan- 
sion would still seem to be well out- 
weighed by the advantages. 

Even if risk limits are increased, so 
long as these gains are traded for wages 
and are made a liability tied to cur- 
rent employment, there is no need for : 
concern. It can be argued that there is 
no clear means of distinguishing in bar=_ 
gaining what is and what is not trade 
for wages, and that since workers will 
tend to look at employers’ SUB pay- 
ments as a past obligation rather than | 
a future “increase,” it may be that 
labor costs will increase faster with an. 
SUB bargaining ingredient than would 
otherwise be the case. If this does in 
fact happen, and if the limited liability 
features of the plans are relaxed, then 
SUB’s cost risks will be increasing and 
will make relevant the considerations 
that go with traditional GAW plans. 

For the present, however, the UAW 
has concentrated on winning its basic’ 
SUB plan. Its success to date — 1,003,- 
000 workers covered, about two-thirds 
of total membership — plus the fact 
that the plan has set a pattern for the 
first contracts in some other industries 
(such as rubber), makes the UAW- 
Ford plan the most significant of the 
recent “GAW” bargains. | 

Two departures from this basic SUB 
plan require mention: the steel and the 
glass plans. The Continental Can and 
the American Can agreements with the 
United Steelworkers are significant for 
their liberal provisions, such as benefit 
duration of 52 weeks, and for several 


other features peculiar to these con- 
tracts. The glass plans, negotiated by 
the Glass Workers with Pittsburgh 
Plate Glass and Libby-Owens-Ford, 
establish an individual, “vested” ac- 
count for each covered worker. Since 
benefit payments under this approach 
depend on an individual’s account, 
some of SUB’s problems are avoided — 
integration with state unemployment 
compensation is not needed and older 
(senior) employees cannot claim pos- 
sible discrimination. Despite these and 
other special features, however, both 
the steel and glass plans limit employer 
liability as does the UAW-Ford plan 
and pose no apparent economic issues 
that would qualify the above con- 
clusions with respect to SUB. 

When the states enacted unemploy- 
ment compensation legislation, they en- 
acted the policy of redistributing part 
of the private cost of unemployment. 
Many of the early wage guarantees 
were initiated by employers who sought 
to do the same thing privately because 
they felt that unemployment was, in 
part, their responsibility. The state- 
ments of some of these far-sighted men 
are interesting reading today. Mr. W. 
L. McKnight, president of Minnesota 
Mining and Manufacturing, in a letter 
to his board of directors, once wrote: 
«.. 1 think that every employer has 
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a real moral responsibility to . . . see 
that [regular employees] are able to 
secure life’s necessities during times of 
distress . . . but until now little has 
been done regarding unemploy- 
ment. .. One way for [a company] 
to contribute to [employees’] sense of 
security is to assure, as far as possible, 
some income to its old and valued em- 
ployees in times of unemployment. . .” 
The date: June 10, 1931. 

Most early plans were scuttled by 
the Depression or by unemployment 
compensation legislation. Yet this legis- 
lation like other social insurance pro- 
grams has failed to keep pace with its 
changing economic environment. And 
now SUB joins the growing list of 
private payments supplemental to our 
basic social insurance programs, and 
adds further urgency to the questions: 
What role are social insurances to play 
in our security system? Are social in- 
surance systems to provide minimum 
benefits with only an elite group of 
trade unionists enjoying full protection? 
For no matter how widely expanded, 
SUB, like other private supplementary 
programs, can cover but a fraction of 
the persons under social insurance pro- 
grams. The adverse equity effects of 
this situation may far outweigh any 
foreseeable adverse economic effects of 


SUB bargaining. 


SANSA Se ie 


‘THE RECENT REPORT prepared by the 
Presidential Advisory Committee on 
Transportation Policy and Organiza- 
tion has brought to the attention of the 
public a subject which has long been 
the concern of transportation students 
and practitioners. The Committee em- 
phasized that “. . . the transportation 
industry operates today in the general 
atmosphere of pervasive competition 
[and] that adjustment of regulatory 
programs and policies to these com- 
petitive facts is long over-due. . .” It 
was the opinion of the Committee that 
government policy 
at present prevents, or severely limits 


“In many respects, 


the realization of the most economical 
use of our transportation plant” (italics 
in the original); and the Committee 
recommended increased reliance on 
me cition as a means of enabling 

“each form of transport to reflect its 
abilities in the market by aggressive 
experimentation in rates and services 
in order to demonstrate to the full its 
possibilities for service to shipping and 
traveling public.” 

There have been mixed reactions to 
the report. Railroad interests called the 
report a transportation Magna Carta. 
In another vein, the American Truck- 
ing Association termed the report “an 
economic boobytrap for smal] business” 
and said it offered the railroads ammu- 
nition and hunting license for the de- 
Struction of competing transport agen- 
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cies. Disagreement with respect to the 
issues covered by the report is, however, 
not founded on vested interests alone. 
Essentially, the report recommends 
means for improving transport coordi- 
nation, i.e., efficiently allocating traffic 
among the competing transport modes. 
This has long been a subject which 
elicits divergent opinions from trans- 
portation experts of various capacities. 
But before discussing some of the more 
esoteric aspects of the problem, it is 
well to examine the cost characteristics 
of the several transportation agencies.” 


Cost Structures and 
Pricing Policies 

Airlines, motor carriers, and water 
carriers experience in varying degrees 
a relatively small amount of fixed costs. 
Railroads, on the other hand, operate 
under conditions of high fixed costs. 
This peculiarity of the railroad indus- 
try causes the unit cost of service to 
decline as volume increases. Moreover, 
unlike other transport industries, as 
volume increases and the size of the 
railroad plant is enlarged, unit cost falls 
below that level attainable prior to 
plant expansion. Railroad fixed costs 


‘Traffic World, May 7, 1955, p. 17. 

*In this paper, pipelines will not be con- 
sidered. Competition between pipelines and 
other transport forms is limited and the 
problems covered by the Committee’s re- 
port have little bearing on the pipeline in- 
dustry. 
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Table 1. Situation 1: Cost and Demand Data for Shipping Product X from A to B 


Motor : 
Railroad | Railroad carrier Tons Tons Roslsoad! | iaailnosd Contribu- 
Tons Railroad | variable fully variable carried carried gross Dey STs ihe - 
shipped rate cost allocated | and fully | by motor by areotie SORE ixe 
per ton cost allocated carrier railroad cost 
cost 
4 0.80 1.05 $1.00 1,000,000 0 |$ 0 1$ 0 |$ 0 
1°000°000 +00 0.80 +05 1.00 990,000 10,000 | 10,000 8,000 2,000 
1,100,000 0.95 0.80 1.05 1.00 770,000 330,000 313,500 264,000 49,500 
1,150,000 0.90 0.80 1.05 1.00 575,000 575,000 517,500 460,000 57,500 
1,200,000 0.85 0.80 1.05 1.00 360,000 840,000 714,000 672,000 42,000 
1,300,000 0.80 0.80 1.05 1.00 130,000 | 1,170,000 936,000 936,000 0 
1,350,000 0.75 0.80 1.05 1.00 67,500 | 1,282,500 961,875 | 1,026,000 | —64,125 


are explained by a number of factors, 
such as the scope and size of operations, 
the specialized equipment required, 
and the rigid regulation which often 
compels certain services to be offered 
at a financial loss. But the expense of 
right-of-way is the outstanding factor 
responsible for high railroad fixed costs. 
Unlike competing modes, the railroads 
must, in order to operate, secure land, 
develop roadbed, lay tracks, design and 
build yard, and provide signals and 
other communication devices. For all 
practical purposes, costs incident to 
these facilities remain constant irrespec- 
tive of the volume of traffic carried. 
Competing transport agencies, on the 
other hand, use public-provided “‘right- 
of-ways” and although the users may 
pay, in the form of taxes, an-amount 
sufficient to defray the government 
cost of providing these facilities, in 
large measure carrier costs associated 
with the use of public “right-of-ways” 
tend to fluctuate with changes in vol- 
ume of traffic. Gasoline tax payments, 
which vary directly with changes in 
motor-vehicle miles are a case in point. 

It is because of the fixed nature of 
a large portion of railroad costs and 
the myriad of different services offered 
by the railroads that railroad pricing 


policies often appear to be confusing if 
not contradictory. The use of Table 1{ 
may be helpful to the understanding of 
rail pricing policies, but prior to an- 
alyzing the data presented, it is essen- 
tial to understand fully the terms 
appearing therein. Variable cost refers 
to those expenditures that the railroad 
would not have incurred had product 
X not been carried from A to B by 
rail. Labor, fuel, maintenance, and de- 
preciation costs properly fall under the 
heading of variable costs. Not included 
under this term are interest on invest- 
ment, administrative costs which do 
not fluctuate with change in_ traffic 
volume, and other true overhead costs. 
Fully allocated cost is derived by add- 
ing a pro rata share of fixed cost to 
variable cost. Thus in Table 1 the 
pro rata share of fixed cost is assumed 
to be approximately 25 cents per ton 
and the fully allocated cost is $1.05 for 
every ton of X carried from A to B 
by rail. Contribution to fixed cost re- 
fers to the amount of revenue in excess 
of variable cost that the railroad ob- 
tains in hauling a given commodity. 
Since, by definition, total fixed cost 
does not fluctuate, it is management’s 
objective to establish rates which maxi- 
mize the contribution to fixed cost even 
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4 though charges may not cover fully 


allocated costs. This point can be illus- 
trated if it is further assumed that the 
motor carrier charges a rate of $1.03 


_for transporting product X and that 


this rate cannot profitably be reduced 
because it approximates motor carrier 


variable cost.® 


Given these assumptions, the railroad 
will impose a charge of 90 cents for 
transporting X. At this rate the rail- 


road attracts a large amount of traffic 


away from the motor carrier and maxi- 


/mizes its contribution to fixed cost. 


Thus, although common sense may 
cause one to discard a policy which 
would lead to carrying traffic at rates 


_ below fully allocated costs, it should be 


clear from the illustration that the rail- 
road’s financial interest is often best 
served when rates are substantially be- 
low fully allocated cost. 

Although it may be good railroad 
strategy to establish some rates below 
fully allocated costs, it does not neces- 
sarily follow that such a practice pro- 


motes the public good. It has been 


pointed out that railroad pricing poli- 
cies may result in the high-cost carrier 
transporting the traffic. Such a result 
would of course be socially undesirable, 
for although a few shippers may be 
favored with lower rates, such a policy 
would tend, generally, to increase the 
charges paid by the traveling and 
shipping public. In short, pricing poli- 
cies which divert traffic to the high- 
cost carrier the nation’s 
transportation bill and restrain the 


increase 


® Since ICC cost studies indicate motor 
carrier costs are predominately variable, it 
is logical to assume that motor carrier costs 
approximate variable costs. 


natural development and use of trans- 
portation facilities. In the illustration 
given, it might appear that the high- 
cost carrier is transporting the greatest 
volume of traffic, for, the rail charge 
of 90 cents notwithstanding, the total 
rail cost of transporting product X is 
$1.05, whereas the total motor-carrier 
cost is approximately $1.00. 

But as a practical matter, the trans- 
portation of X by rail does not increase 
the nation’s transportation bill; quite 
the contrary, it decreases it. This is true 
because of the fixed and specialized 
character of the rail plant. Much na- 
tional wealth has been expended for 
constructing railroad facilities, and 
even though there can be little doubt 
that excessive enthusiasm and early 
governmental policy engendered much 
uneconomic railroad building, this is 
hardly relevant today. These facilities 
do exist and it is logical to employ 
them as efficiently as possible as long 
as they provide satisfactory service. In 
short, the fact that the nation foolishly 
overbuilt in the past does not mean 
that the nation should not make use of 
already constructed facilities. A man 
does not burn his home simply because 
it is too large for his family. 

The fact that a railroad may, for a 
considerable period of time, profitably 
carry certain types of traffic at rates 
substantially below fully allocated cost 
docs not mean, however, that these low 
rates will be profitable indefinitely. Yet 
many transportation experts believe 
Interstate Commerce Commission mini- 
mum rate regulation is essential be- 
cause rail management fails to increase 
rates as costs shift from a fixed to a 
variable status. The significance of cost 
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Table 2. Situation 2: Cost and Demand Data for Shipping Product X from A to B 


— 


a nn a 


Motor 
F ae a Railroad carrier 
Tons Rail a es fully variable 
shipped noe saab allocated and 
ee vanaoe cost allocated 
cost Goat 
1,000,000 | $1.05 $0.90 $1.05 $1.00 
1,000,000 1.00 0.90 1.05 1.00 
1,100,000 0.95 0.90 1.05 1.00 
1,150,000 0.90 0.90 1.05 1.00 
1,200,000 0.85 0.90 1.05 1.00 
1,300,000 0.80 0.90 1.05 1.00 
1,350,000 0.75 0.90 1.05 1.00 


shifts is demonstrated by the data pre- 
sented in Table 2. In Table 2, it is 
assumed that the railroad must secure 
new equipment if it is to continue to 
carry product X. The moment manage- 
ment must replace rolling stock, capital 
costs, i.e., interest on investment, on 
these facilities shift from a fixed to a 
variable status. If, for example, the cost 
of improving and replacing rolling 
stock for the transportation of product 
X is 10 cents per ton shipped, the total 
variable cost incident to transporting 
product X rises to 90 cents, and if a 
maximum return is to be realized, the 
rail rate must be increased to 95 cents. 
Although this causes the rail percent- 
age of the market to decline from 50 
percent to 30 percent, it would be poor 
business indeed to continue to levy a 
charge of 90 cents when rail’ costs 
would decline by*90 cents per ton if 
product X were no longer transported 
by rail. 

The extent to which rail manage- 
ment reappraises and modifies charges 
as costs shift is subject to dispute. Even 
greater controversy arises over the 
value of minimum rate controls cur- 
rently exercised by the Interstate Com- 
merce Commission. The assumption 
that the Commission enjoys a superior 


Tons Tons : New Contribu- 
carried carried Railroad railroad tion to 
by motor by abi variable fixed 
carrier railroad mena cost cost 
1,000,000 0 1$ 0; $ (0) $ 0 
990,000 10,000 10,000 9,000 1,000 
770,000 330,000 313,500 297,000 16,500 
575,000 575,000 517,500 517,500 0 
360,000 840,000 714,000 756,000 —42,000 
130,000 | 1,170,000 936,000 | 1,053,000 |—117,000 
961,875 | 1,154,250 |—192,375 


67,500 | 1,282°500 


position for evaluating the profitable- 
ness of rates is implicit in empowering 
it to raise rates. Such an assumption 
appears even though 
management has often been apathetic 
in following the excellent example set 
by the Commission’s Bureau of Trans- 
port Economics and Statistics in cost- 
ing service. Management, interested in 
maximizing profits, is loath to sell 
service at a loss for any length of time; | 
the roads individually and collectively 
employ experts who devote much study 
to the profitability of existing and pro- 
posed rates. Even though the road’s 
rate-setting process is far from perfect, 
this does not by itself prove that the 
supervision of minimum rates by the 
Commission will improve the process. 
On the basis of the data presented in 
Table 1, it was determined that the 
best interests of both the railroad and 
society were furthered if a rate of 90 
cents were temporarily imposed. Yet 
it is likely that the Commission, con- 
fronted with such a situation, would 
require the road to impose higher 
charges. Such would be the case be- 
cause the Commission must rely on 
average costing techniques which are 
inherently incapable of weighing cost 
shifts over time and which are, there- 


unwarranted, 


SY cou 
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eee eee 


“fore, inadequate to permit the deter- 
mination of the optimum charge at any 
given time. In the final analysis, if the 
Commission is to establish minimum 
rates competently, it must expand its 
control over pricing policies and re- 
view and order rate revisions as costs 
and traffic volume change. Further 
interference with managerial discretion 
is, however, inconsistent with the Com- 
mission’s professed desire to minimize 
its influence on managerial decisions 
and with the general philosophy under- 
lying quasi-judicial regulation as cur- 
rently practiced in the United States. 


The Logic of Minimum Rate 
Regulation 


The most successful and perhaps 
most emotional appeal for rigorous 
Commission minimum rate regulation 
arises from the alleged fear that the 
railroads will “drive the motor carriers 
out of business” if they are free to 
establish competitive rates. The all too 
general acceptance of this argument 
occurs because the issues are viewed in 
terms of black or white rather than in 
the varying shades of gray they take on. 
There can be no serious doubt that 
some motor-carrier traffic would be di- 
verted to the rails if the latter were 
permitted to practice variable cost 
pricing, but this is hardly the same as 
saying the motor carriers would not be 
able to function profitably. The motor 
carriers quote many rates below rail- 
road variable cost and even when rail 
rates are lower, very often traffic will 
move via highway because of the su- 
perior speed and convenience offered 
by motor vehicle. It is not, therefore, 
a matter of which mode will supply a 


given market, but rather a question of 
how a whole series of markets are to be 
divided among the competing modes. 
For this, and other reasons, rail rates 
tend to be at levels which give the 
motor carriers sizable portions of the 
market.‘ 

It is often argued that if the rails 
were permitted to price competitively, 
they would temporarily reduce rates 
below variable costs only to increase 
them again once the motor carriers 
were driven from the market. This is a 
naive, but unfortunately a deceptively 
appealing, argument. In the first place, 
no serious student would remove the 
power of the Commission to intervene 
where rates were clearly below variable 
costs, and in those cases where the 
Commission might be ineffective, even 
unenlightened rail management would 
surely soon see the fallacy of such a 
policy as a means of gaining a monop- 
oly position. Certainly a railroad, be- 
cause of its superior resources, could, 
by reducing rates, force competing 
modes out of a given area, and in rare 
instances could even cause a competing 
carrier to discontinue operations en- 
tirely. But let the railroad raise rates 
again to profitable levels and it will 
find, because of the ease of entering 
and expanding motor carrier opera- 
tions, that the temporary monopoly 


* Division of the market is exemplified in 
the New Automobiles in Interstate Com- 
merce case (259 ICC 275). In this case the 
Commission found the cost of four-car truck- 
away service to be below rail variable costs 
for hauls of 120 miles or less. For hauls 
ranging from 120 to 230 miles, motor car- 
rier costs fell between rail variable and fully 
allocated costs. On hauls of more than 230 
miles, motor carrier costs exceeded rail fully 
allocated costs. Jbid., p. 583. 
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position is again challenged by vigorous 
motor competition. 

There is one other argument now 1n 
vogue which is used to justify existing 
Commission minimum rate regulation. 
It is contended that if the carriers are 
permitted to price competitively, rates 
will tend to gravitate to the lowest 
possible level and none of the transport 
agencies will earn an adequate return 
on investment. There is less merit to 
this argument than would appear at 
first glance. In the first place, the 
motor carriers which traditionally make 
this point are the least likely to suffer 
a reduction in the rate of earnings if 
charges decline. Since motor carrier 
costs are predominately variable, a de- 
cline in rates would cause a reduction 
in motor carrier services; and although 
total profits may fall, the rate of re- 
turn need not. Of course, it can be 
argued that the railroads must be pro- 
tected from their own proclivity for 
indiscriminate and wholesale rate cut- 
ting. Yet if history teaches anything, it 
reveals that all the forces of govern- 
ment were insufficient to enforce rate 
competition among carriers for any ex- 
tended period of time. If, despite gov- 
ernment policy, the railroads saw the 
disadvantages of price competition, one 
would hardly expect irresponsible rate 
cutting to be practiced during a period 
when public policy and regulation for- 
bade it. Cautious rate cutting could be 
expected only in those instances where 
such a practice gives real promise of 
increasing rail profit. 

But if it is assumed, for the moment, 
that competitive pricing would tend to 
push rates to a subnormal level, can 
existing minimum rate regulation pro- 


duce the desired result? The response 
to this question must be unequivo- 
cally negative for if rates are artificially 
maintained through minimum rate 
regulation, inevitably the carriers with 
predominately variable costs will ex- 
pand and the industry as a whole will 
continue to be plagued by the peren- 
nial peacetime problem of excess rail- 
road capacity. One may argue that a 
certain amount of excess capacity is 
not only desirable but necessary for 
national defense purposes, but in doing 
so it should be recognized that any 
policy which results in excess rail ca- 
pacity also tends to reduce rail earnings 
to a level which may be inadequate to 
permit natural railroad development 
and improvement. A policy which 
maintains at artificially high 
levels may, from a national defense 
standpoint, give the desired short-run 
results because it leads to immediate 
excess rail capacity. When viewed over 
a longer period, however, such a policy 
restricts earning capacity and in a real 
sense impairs the railroad’s ability to 
meet future emergency defense require- 
ments. 


rates 


To this point a number of issues 
relevant to the recommendations of the 
Presidential Advisory Committee on 
Transportation Policy and Organiza- 
tion have been discussed. To appreciate 
further the Committee’s recommenda- 


tion it is necessary to examine in some 
detail 


policy. 


Commission minimum - rate 


Commission Minimum 
Rate Policy 


No purpose is served by reviewing 
minimum rate policy prior to 1945 


ana 
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a 


_ when the now famous New Automo- 
_biles in Interstate Commerce® decision 
was rendered. In this case sweeping 
rate reductions on new automobiles 
instituted by the rails to stem the di- 
version of traffic to other carriers led 
the motor carriers to file a protest ask- 
ing the Commission to exercise its 
minimum rate power. After a general 
investigation of the rates imposed by 
all carriers, the Commission concluded 
that competitive pricing had effectively 
allocated the traffic in a manner which 
reflected the cost advantages of the 
respective transportation modes.® The 
Commission, therefore, refused to over- 
ride rail managerial discretion and 
denied the motor carriers’ petition. 
Since the rail rates fell between fully 
allocated cost and variable cost, the 
New Automobiles case is often cited to 
prove that the Commission subscribes 
to the principle of variable cost pricing. 
Actually in the New Automobiles case 
the Commission gave only qualified 
approval to variable cost pricing. This 
is evidenced by the following quota- 
“Whether a below a 
minimum depends on 


tion: rate is 
reasonable 
whether it yields a proper return; 
whether the carrier would be better 
off from a net revenue standpoint with 
it than without it; whether it repre- 
sents competition that is unduly de- 
structive to a reasonable rate structure 
and the carrier; .. .”’ Thus, in the 
eyes of the Commission, no single cri- 
terion can be employed to determine 
minimum reasonable rates, but each 


*259 ICC 475 (1945). 


*Thid., p. 555. 
" Tbid., p. 534. 


case must be decided on an ad hoc 
basis. 

Examination of subsequent decisions 
shows that the Commission will ap- 
prove rates falling between fully allo- 
cated cost and variable cost when such 
a practice is necessary to assure the 
rails a “fair share” of the market. As- 
surance that each transport agency re- 
ceives its “fair share” of the market 
often appears to be a major concern of 
the Commission. Many decisions may 
be cited to substantiate this view, but 
only a few are necessary to illustrate 
Commission policy. In a number of 
cases the Commission -ruled that rail 
rates which were not at least 110 per- 
cent of the total transportation cost by 
barge constituted unfair competition 
because they deprived the barge lines 
of their “fair share” of the market.® In 
another case, although the Commission 
found the railroad to be the low-cost 
carrier by any standard, the rails were 
compelled to maintain rates above fully 
allocated costs in order to assure the 
motor carriers a share of the market.” 
In another decision the Commission 
ruled that rate reductions by rails for 
the purpose of regaining traffic lost to 
the motor carriers were unreasonable 
because “the needs of national defense 
require adequate truck transportation 
to airfields and elsewhere.”’® The Com- 


See Scrap Iron to Ashland, Kentucky, 
253 ICC 77 (1942); Scrap Iron, New 
Orleans, Mobile to St. Louis, Chicago, 272 
ICC 781 (1948); Wire Rods from Sterling, 
Illinois, to Galveston, Texas, 277 ICC 123 
(1950). 

° Petroleum Products in Illinois Territory, 
280 ICC 681 (1951). 

0 Southwestern Tank Truck Carriers 
Committee V A & S Ry., 284 ICC 85, 82 
(1952). 
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mission also felt that the reduced rates 
would not help the revenue position of 
the railroad. On certain pulpboard 
shipments the Commission found rail 
rates which did not exceed the cost of 
the water-truck transport by a specified 
minimum amount to be unreasonably 
low."* 

More and more the Commission is 
petitioned to exercise minimum rate 
powers. At the close of 1944, 41 inves- 
tigation and suspension cases were 
listed on the Commission’s docket ;’* 
five years later, at the close of 1949, 
107 cases were docketed;'* and at the 
end of 1954, 121 investigation and 
suspension cases were docketed for 
Commission action.1* The number of 
incompleted investigation and suspen- 
sion cases on the Commission docket at 
the close of each year reflects the ex- 
tent to which the Commission is called 
upon to play the role of arbiter in 
allocating traffic to the various carrier 
types; and as technological improve- 
ments permit one mode to invade mar- 
kets traditionally served by another 
mode, the Commission will be called 
upon to an even greater extent to 
assure an equitable distribution of 
traffic. 

The Commission’s administration of 
minimum rate powers is not without its 
critics. The late Commissioner Eastman 
— probably the most highly respected 
man ever to serve on the tribunal — 


“Pulpboard From Plymouth, N. C., to 
Westbrook, Maine, 286 ICC 284 (1952). 
“62nd Annual Report of the Interstate 
Commerce Commission (1948), p. 75. 
“66th Annual Report of the Interstate 
Commerce Commission (1952), p. 87. 
“68th Annual Report of the Interstate 
Commerce Commission (1954), p. 80. 


expressed his dissatisfaction with the 
Commission policy. It was his beliet 
that, barring a more forceful and posi- 
tive approach by the Commission, a 
series of rate reductions, first by one 
mode and then by another, would in- 
evitably threaten the financial stability 
of the entire transportation industry 
and pull rates below levels necessary 
for an adequate return on investment.*° 
Thus, instead of evaluating the reason- 
ableness of rates proposed by a given 
carrier at any one time, Commissioner 
Eastman recommended that the Com- 
mission determine and fix minimum 
reasonable rates and rate relationships 
for competing carriers. Such a policy, 
he felt, would assure an equitable divi- 
sion of traffic, preclude future rate 
cutting, and improve carrier oppor- 
tunity for satisfactory earning.7® An- 
other critic of the Commission, Pro- 
Williams, in discussing the 
Commission’s reluctance to adopt a 
more comprehensive approach in the 
handling of competitive rate proceed- 
ings, made the following comment: 
“The opportunity to fix a relationship 
responsive to... the rules of rate 
making is thus lost and nothing stands 


fessor 


"Naval Stores From Mississippi to Gulf 
Ports, 235 ICC 723 (1940), Eastman, Con- 
curring. 

“Under present conditions of carriage, 
however, the record fully justifies a spread 
between rail rates and the truck rates of 2 
cents. Such a relation cannot be established, 
except by the fixing of minimum reasonable 
rates. I believe we would be warranted in 
fixing such rates. . . . If, also, the com- 
peting carriers should be able to reach an 
agreement to that effect, there would be 
nothing in an order fixing such minimum 
rates to prevent them from maintaining the 
same rate relation on a somewhat higher 
level of rates.” Ibid., p. 739. 


in the way of a further series of reduc- 
tion by each type of transport, looked 
at singly as compelled by the action of 
the other until a barely compensatory 
level is reached.” 
To advocate Commission-fixed rate 
relationships, it must be assumed that 
the Commission applies standards 
which are capable of more satisfactorily 
allocating traffic according to the rela- 
tive fitness and efficiency of the various 
carrier types than would be the case if 
the carriers were permitted to practice 
‘free competitive pricing. It has been 
demonstrated, however, that the Com- 
mission has in many instances refused 
to employ the only valid criterion for 
evaluating relative advantage. Costs, 
the only measure of relative efficiency, 
are often discarded in favor of the 
“fair share” philosophy. The Commis- 
sion appears unwilling to face the fact 
that the “fair share of the market” 
concept logically is a function of rela- 
tive costs. This is not to imply that the 
Commission as a rule does not perform 
competently, for it has been dominated 
by able, industrious, honest, devoted 
public servants. In fact, it is probably 
the desire to serve benevolently which 
impairs the Commission’s capacity for 
reaching sound economic decisions in 
minimum rate cases. Unlike the im- 
partial price system, the Commission 
hesitates to jeopardize established car- 
rier operations or disturb existing car- 
rier relationships. While it is easy to 
sympathize with the Commission in the 
matter, if minimum-cost transportation 
is to be realized, each agency must be 


7H. W. Williams, Jr., “The ICC and the 
Regulation of Intercarrier Competition,” 63 
Harvard Law Review 1349 (1950), p. 1355. 
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permitted to perform those tasks for 
which it enjoys a particular advantage. 
This cannot be accomplished if the 
status quo is to be maintained. In this 
sense the price mechanism is ruthless 
and impersonal. It shows no respect 
for status quo. It is not impressed by 
existing relationships. Nor does it suffer 
pangs of conscience if the more suitable 
agency gains at the expense of the less 
suitable. Recognition of this fact ap- 
pears to be one of the bases for the 
Presidential Advisory Committee’s rec- 
ommendation. 
Perhaps more startling than the 
Committee’s report is the turn regula- 
tion has taken in Great Britain. In the 
last 100 years that country has run the 
full cycle in regulating transportation. 
In general terms, it has gone from free- 
dom to rigid regulation and back 
again to freedom. As a result of the 
British Transport Act of 1953 the gen- 
eral level of rates today is subject to 
little governmental intervention. Even 
more difficult to comprehend is the 
provision of the Act, which, unlike the 
United States law which makes the 
published rate the only legal charge, 
enables the carriers to negotiate private 
rate contracts with individual shippers. 
At least for the present, it is the belief 
of the British that where intercarrier 
competition exists, free bargaining be- 
tween buyers and sellers is superior to 
minimum rate regulation as a means of 
achieving minimum-cost transport. 
Whether the British have gone too far 
in freeing the industry from regulation 
will continue to be a subject of con- 
troversy. Within well-defined limits, 
however, the Presidential Committee 


on ‘Transportation shares with the 
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British the view that intercarrier com- 
petition is to be preferred to minimum 
rate regulation. 

In closing this discussion a word of 
caution is offered. Whenever issues are 
presented in the abstract, as was essen- 
tial in this paper, oversimplification be- 
comes inevitable as one moves further 
and further from reality. Intercarrier 
competition and rate relationships are 
indeed complex subjects. The impon- 
derables inherent to cost determination 
sufficient to deter some 
students from considering costs as a 


alone are 


useful basis for distributing traffic. But 
granting the imperfections of costing 
techniques, other more satisfactory 
standards must be evolved before cost 
criteria are discarded. To throw out a 
valid criterion because it is difficult to 
administer only to replace it with some 
inapplicable one provides no solution. 
No matter how effective its administra- 
tion, transport regulation based on a 


false premise can bring about an eco- 


nomic and efficient industry only as a 
matter of happenstance. 

The recommendations of the Presi- 
dential Advisory Committee on Trans- 
port Policy and Organization relative 


to intercarrier competition are based — 


on sound economics. But Congress is 


not motivated by economic factors — 


alone — especially when, as in this 
case, the fundamental issues are ob- 
scure and not generally understood — 
and from all indications it is improb- 
able that the Congress will incorporate 
anything resembling the Committee’s 
into the Interstate 
Commerce Act. This fact, however, 
does 


recommendations 
not prevent the Committee’s 
report from influencing Commission 
policy. Commission powers delegated 
by the Interstate Commerce Act are 
astonishingly broad, and within the 
broad limitation established by the law 
Commission discretion operates. It will 
be interesting to observe the extent, 
if any, to which Commission discretion 
is affected by the Committee’s report. 
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I. 


IF IT IS ASKED: “What is a conserva- 
tive American economy?” we seem im- 
mediately to face a paradox. Some 
hundred years ago the liberals in Eu- 
rope were (and still are) the great ad- 
vocates of laissez faire. Today in 
America it is the conservatives who 
propose a free market, or a free-enter- 
prise system, to distribute the products 
of industry. Over a hundred years ago 
the English Tories were taking the lead 
in urging laws for the control of manu- 
facturers and for the protection of 
workers, especially children. Today in 
America it is the liberals who advocate 
the control and regulation of industry, 
almost to the point of making them- 
selves indistinguishable from moderate 
socialists. 

However, the paradox of political 
regulation of the market must be bal- 
anced against continuity in philosophy. 
[f one should ask a Belgian or a Swiss 
‘liberal’ what he stands for, he would 
ikely indicate that he is anticlerical 
und that he advocates, so far as it is 
jolitically possible, a free market econ- 
ymy. In philosophy, he would return to 
he French Revolution and the age of 
he enlightenment; that is, he would be 
inti-Christian in attitude, and he 
vould make “science” the total basis of 
lis thought. American liberals have 
vith few exceptions been supporters of 
‘rench revolutionary thought. There 
; a line of continuity running from 


Condorcet through John Stuart Mill 
to the late John Dewey. In this sense, 
pragmatism has become the hallmark 
philosophy of the liberals in this 
country. 

But there are also shifts and turns in 
the emergence of American attitudes to- 
ward economic organization. The Jack- 
sonians defended laissez faire and the 
economic liberalism of the last century 
against their party opponents. Part of 
their motivation was to undermine the 
Hamiltonian program, a program which 
may be regarded as a kind of Tory or 
conservative management of the econ- 
omy. Jacksonian democracy, thus, 
stood in contradiction to the ideas of 
Mathew and Henry Carey and List, 
who advocated a form of “economic 
planning.” It is clear, however, that a 
transition took place, for after the Civil 
War the business community became 
self-consciously laissez faire, while the 
regulation of trusts or monopolies be- 
came part of the progressive and popu- 
list battle cry. David W. Noble has 
suggested that men like Henry Dema- 
rest Lloyd, Richard T. Ely, and Simon 
Patten began to define “liberalism” in 
social and collectivist terms during the 
1880’s. The new definition of liberalism 
was becoming popular in younger aca- 
demic circles by 1900.* Thus, the great 
transition in the use of the terms “con- 
servatism” and “liberalism” took place. 


1In a personal letter from Professor Noble 
of the University of Minnesota. 
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The contrast between the use of 
“Jiberal” in the United States and the 
rest of the world is impressive. Conser- 
vatives in Europe look back to their 
nineteenth-century tradition — British, 
French, German, or otherwise — 
whereas in America they have adopted 
much of the philosophy of economic 
liberalism. Liberals in Europe are much 
like conservatives in America. One pro- 
found reason is perhaps the fact that 
America never had an _ eighteenth- 
century aristocratic class. Nor did we 
ever develop the kind of. bourgeoisie 
that emerged in parts of Europe — nar- 
row, of great wealth, highly integrated 
with the professions, and concerned 
with service to the state. The French 
bourgeoisie, for example, was a very 
different class from that which created 
the new capitalist society in Holland, 
England, and America. It was a class 
that stood between the aristocrats and 
the proletarians, and the supposedly 
central issues of European politics did 
not find a forceful counterpart on the 
American scene. But as industrialism 
marched forward in America, and as 
the left-wing attack on it emerged, it 
was natural for business to adopt the 
classical liberal position as a defense 
against new legislation. Consérvatism 
became the defense of the free market 
theory, though there was much govern- 
mental assistance to business, as Wil- 
liam Graham Sumner so wrathfully 
pointed out. 

The philosophy in 
America has usually been theistic in 
overtones, though a man like Carnegie 
was a follower of the agnosticism of 
Herbert Spencer. Liberal philosophy, 
however, moved easily from the deism 


conservative 


CURRENT ECONOMIC COMMENT 


4 


of the eighteenth century into the 


| 


scientism and the pragmatism of the 
twentieth. The conservative in philoso-— 
phy in America has generally stood for 


certain ideas more than the defense of 


existing or historical institutions. The 


conservative, by and large, has sought — 


to discover a pattern in history; he has } 
been distrustful of cighteenth-century_ 
enthusiasm for the goodness of human | 
nature; he has believed in a moral 


order that is more than subjective prej- 


udice; he has believed that government 
should be limited; and, finally, the con= 


servative has been a defender of prop- 


erty, very much in the sense that 
Aristotle defends it in his Politics. Con- 
servative philosophy has much in com- 
mon with the Christianized version of 
Aristotelianism. 


II. 


In general, the conservative in prac- 


tice does not discuss “the economy” ; 


rather, he talks about the solution of 


economic problems, sometimes through 
the government and sometimes outside 
and beyond any political action. The 
conservative often makes economic and 
political decisions without even asking 
what functions the government should 
theoretically undertake. The discussion 
of high-level theory is a matter for 
leisure time, not for the immediate bal- 
ancing of economic pressures or for 
reaching a solution that will be ac- 
cepted by those who are affected. Yet 
tension between the political or bureau- 
cratic leader, on the one hand, and the 
businessman, manufacturer, or financial 
leader, on the other, is always present. 
The pattern of solution and the im- 
mediate objectives of policy determine 


rape = 


the existential and personal significance 
of any ideology. It is experience, and 
nothing doctrinaire, that is the life of 
the conservative economy. 

The conflict between government in 
business and the private trader is old 
in the United States. Early in the nine- 
teenth century, for example, the govern- 
ment established factors and factories 
for the Indian trade, and private trade 
with the Indians was prohibited. By 
1822, the private traders managed to 
get the factor system abolished, and it 
was a victory against the government 
monopoly of a certain kind of business.” 
Practically always when the business 
'and industrial class has shown energy 
_and a spirit of business adventure they 
have tended to win against designs to 
‘increase the functions of the govern- 
‘ment. In the contrary situation, the 
“government has tended to step in with 
‘subsidies and grants, and has at times 
directly undertaken manufacturing and 
trade activities. 

If one observes congressmen and 
‘senators, for instance, certain tests of 
discrimination between the public and 
the private economy begin to appear. 
All political conservatives concede that 
government can do many fine things 
for people, but there are some criteria 
that must be considered. In 1882, when 
Herbert Spencer visited the United 
States he denied the charge that he 
was against government function. After 
asserting that laissez faire was a mis- 
understanding of his position, he said: 
“Everywhere, along with the reproba- 


7See Aloysius Plaisance, “The Arkansas 
Factory, 1805-1810,” Arkansas Historical 
Quarterly, Vol. XI (Autumn, 1952), pp. 
184 ff. 
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tion of government-intrusion into vari- 
ous spheres where private activities 
should be left to themselves, I have 
contended that in its special sphere, 
the maintenance of equitable relations 
among citizens, governmental action 
should be extended and elaborated.”® 
Conservatives insist, therefore, that gov- 
ernmental action must take place 
within the context of a sound financial 
policy; that taxation can be too high, 
since it can be depressive; and that the 
budget should be balanced. Again, gov- 
ernment should not compete with 
private industry when a going concern 
is involved. Administrative procedures 
should be comprehensible, and the 
general liberty of the subject should be 
respected. In general, the national gov- 
ernment will appropriate money to save 
homes. especially in self-liquidating 
projects, and it will appropriate money 
to save communities, and at other times 
than in disaster. Thus, it is not “creep- 
ing” socialism if the government keeps 
up its end of honest obligations, such 
as the building of schools in a “Feder- 
ally impacted” area. Government credit 
may be readily extended, but the con- 
servative would say that when it is 
extended for the benefit of private in- 
dividuals, it should bear the interest of 
the public debt and the capital involved 
should be subject to repayment as in 
private loans. 

There is, however, a strange situation 
in American public life. A congress- 
man who believes himself to be a con- 
servative will hardly say so in public, 


3#. L. Youmans (editor), Herbert Spen- 
ser on the Americans and the Americans on 
Herbert Spencer (New York: D. Appleton, 
1883), p. 18. 
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though often privately and in intimate 
conversation he will speak of himself 
as a conservative. It is, however, com- 
mon for congressmen to think of them- 
selves as conservatives. They believe 
free enterprise is essential, that it ex- 
presses the American tradition of free- 
dom and responsibility, and this is so 
even though most congressmen have 
not been businessmen before entering 
politics. Their conservatism is not pri- 
marily related to religion, though there 
is sensitivity to reaction of particular 
religious groups when they are going to 
be affected by political action. Thus, at 
all costs a religious struggle over public 
policy will be avoided. Part of the con- 
servative spirit, again, is enforcing pub- 
lic responsibility against those who 
benefit from the appropriation of pub- 
lic funds. The effort continues, though 
the complexity of bureaucratic proce- 
dures often makes it impossible to find 
out who is actually responsible for a 
particular public decision. 

It has been a common position in the 
United States to urge legislation for the 
preservation of competition. Compe- 
tition has not been regarded as a kind 
of law of the jungle; rather, properly 
regulated, it is the essence of civilized 
behavior. Yet at the same time it has 
been agreed that unregulated compe- 
tition is likely to destroy the very pri- 
vate industries that social policy seeks to 
defend. There is regulation in the pub- 
lic interest, as that concerning bidding 
on government contracts. Conservatives 
have sought to solve the problem of 
plenty without accepting monopoly. 


Il. 


The free market economy can be 


defined in such a way that it has never 
existed. But granting that any economy 
has to work and that government must | 
in emergencies see that it does, the con- 
servative has believed during the last 
125 years that the aim of government 
should be greater freedom for the | 
market which regulates the distribution — 
of goods and services. There must be 
freedom from any private domination 
of the market, as in antitrust laws, but 
there must be freedom likewise frora 
government control. The trend and _ 
drift of public decision should be! 
toward freedom, therefore, rather than — 
toward a greater government direction, — 
as has been advocated in the literature — 
of socialism. Actually, we may suppose, | 
there has never been any pure system of — 
laissez faire, or a system in which the — 
free market and competition regulated — 
completely the distribution of goods . 
and services. Nor has there ever been a _ 
socialist system in which there was no 
free market whatever. In this sense the 
conservative defense of the free market 
must stand on its record, just as social-_ 
ism must, rather than on the blueprints — 
of the ideal society. 

An attack on the theory and practice 
of the planned economy has been one 
of the central ideas of conservatism in 
our time. However, the communist, 
socialist, and liberal minds have in- 
creasingly turned to the directed econ- 
omy as the solution of the problems 
they face. Actual economic perform- 
ance has not had much effect on the 
argument, for the historic defenses of 
the free market have promised more 
than has been attained, just as the liter- 
ature of socialism from another genera- 
tion seems remote indeed from any 


economic actualities in our time. No 
economy is going to make everyone 
happy; relative success is all that can 
be expected from a political or an eco- 
nomic arrangement. 

A conservative will say that a 
planned society must be administered 
by some person or persons. This means 
that the quality of these individuals 
becomes a most important issue. The 
planned economy is a pedagogic state, 
a state that attempts to teach people 
their duty, and to explain to them what 
they should not do. It is a morally 
organic state in which the community 
stands superior to all individuals except 
those who are administrators or instruc- 
tors in civic morality. 

For a little more than a century 
people have been conscious of the issue 
of bureaucracy, red tape, and waste. 
To the conservative such are the con- 
sequences of the planned economy.‘ 
Defenders of administration indicate 
that great progress has been made in 
the improvement of the quality of civil 
servants and in the efficiency with 
which government operations are con- 
ducted. Details make the substance of 
public affairs, and the handling of 
details is one of the central tasks of the 
bureaucracy, though beyond the detail 
the bureaucrat is supposed to see in an 
ideal sense the larger questions of pub- 
lic policy. Conservatives who assisted 
in building the bureaucracy from the 
days of absolutism on in Prussia, 
France, and England have believed in 
the political neutrality of the civil 
servant. The conservative might also 


*See A. W. Gouldner, “Red Tape as a 
Social Problem,” in R. K. Merton and oth- 
ers, Reader in Bureaucracy (Glencoe, IIl.: 
Free Press, 1952), pp. 410 ff. 
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say that when a bureaucracy ceases to 
be neutral it may and must be dis- 
missed. Yet when conservatives have 
come into power after their defeats 
since the French Revolution they have 
often faced fonctionnaires put into 
their positions because of their support 
of the liberal or revolutionary mind. 
Tenure, status, and hierarchy are used 
to support the ideologically focused 
civil service against the dismissal that 
the conservative may feel is essential if 
neutrality is to be attained in the oper- 
ations of the government. It is not re- 
markable, then, that present-day con- 
servatives turn to the legislature — to 
the Congress — in their efforts to con- 
trol the civil service. 

Although there has been some com- 
munist infiltration of most American 
civil service organizations, the ideo- 
logical position many conservatives 
have generally combated is some form 
of Keynesian economics, for it is this 
form of economic theory particularly 
that has been used to support the idea 
of increased economic planning, both 
to control unemployment and to direct 
the inevitable course of inflation. 
Wherein are  Keynesians 
Though a skillful conservative might 
use Keynes, the “school” is left-wing. 
Keynes disciples, according to Schum- 
peter, see “an indictment of private 
thrift and the implications this indict- 
ment carries with respect to the man- 
aged economy and the inequality of 
income.” And the defense of “savings” 
has long been the last pillar of the 
According to 


radical? 


bourgeois argument.? 

* J. A. Schumpeter, Ten Great Economists 
(New York: Oxford University Press, 
1951), pp. 288-89. 
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Schumpeter, the Keynesian revolution 
consisted in large part in the rejection 
of saving and the personal element in 
capitalism. It could also insist that the 
unequal distribution of wealth was the 
ultimate cause of unemployment. Many 
a conservative might admit that various 
Keynesian devices had to be used in a 
period of war and during the revolu- 
tionary disintegration of the last forty 
years. But the conservative making this 
admission might also say that the 
Keynesian system and its remedies are 
easily overdone.°® 


IV. 


The conservative economy will move 
on toward the strengthening of man- 
agement. as the new and effective force 
in conservative economic freedom. No 
easy solution awaits any political leader 
in a time of crisis, such as the present. 
Yet it is possible to set forth the kinds 
of reform a conservative might advo- 
cate in the maintenance of a free 
market economy. Some of the most 
powerful of such statements have come 
from Edwin G. Nourse, as, for example, 
in October, 1949, just as he was being 
dismissed from the Council of Eco- 
nomic Advisers. There is promise in 
America, he said, of a greater produc- 
tivity than in the past; there can be 
greater employment, and greater pur- 
chasing power, under a system of free 
competitive enterprise complemented 
by prudent but vigorous public enter- 


* John Jewkes, in his Ordeal by Planning, 
(New York: Macmillan Company, 1948), 
p. 78, has said: “There is a very serious 
danger that the second half of the twentieth 
century may be the age of inflation just as 


the first half was the age of mass unemploy- 
ment.” 


7} 
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. 
prise and sustained over the years with | 
only moderate ups and downs. How-— 
ever, in whatever direction we may look . 
— toward labor, management, farmers, 
or the government—there are practices | 
which tend to undercut the principle 
of a free enterprise system. These prac-_ 
tices are not always directed ideologi- 
cally toward such a result; rather, they 
are directed to such an end by the con- 
sequences they entail. Our dream of 
progressive increases in production and 
well-distributed wealth can fail unless. 
a free market system is corrected and! 
reformed in the conservative spirit 
which gave rise to the system in the 
beginning. 

Labor fears the increase of production 
and it restricts output, as in the coal 
industry, to what it thinks the market 
can absorb. But in the process, the 
market for coal itself is gradually re- 
stricted and turned over to competing 
types of fuel. Conservatives have often 
said that any system which restricts 
work is bound to fail. If standards of 
living are to be raised out of enlarged 
production, increased efficiency cannot 
always be balanced against diminishing 
effort in the labor force. In general, it 
may be said that technological advance 
has kept ahead of concessions to labor, 
but the situation could easily have been 
otherwise. Americans have not ordi- 
narily objected to an increase in wages, 
but they have believed that the pro- 
ceeds of greater productivity must be 
divided between the various factors of 
production, even including increased 
profits to those who own _ businesses. 
Actually, the stockholder now appears 
to be at the bottom of the list in re. 
ceiving the fruits of investment. 


Any conservative theory of the econ- 
omy will focus on the qualities of man- 
agement. Capitalistic management is 
supposed to be venturesome and ener- 
getic. A cautious, uninspired manage- 
ment can mean the stagnation of the 
economic system. Nourse asserted that 
he was filled with apprehension when 
he saw management choosing the costs 
of banked fires and the demoralization 
of the delicate adjustments of supply 
lines and distribution patterns rather 
than a capitalistically venturesome 
re-examination of their practices of ac- 
counting and their theories of price- 
making. If one is a capitalist, he 
must on occasion face the possibility of 
loss. But he can also turn to the mys- 
teries of the cost accountants and let 
them determine the level of operations 
and the kind of price that must be 
charged for the commodities produced 
by a given industry. The French have 
called the stagnant spirit of manage- 
ment “economic Malthusianism.” Man- 
agement might add that risk must also 
be encouraged by the government, and 
that policies in taxation can help bring 
about a management more concerned 
with its own security than with the 
frontiers of business adventure. In other 
words, taxation policy must allow 
people profits when they have taken 
risks. The pressure toward equality is 
such, however, that it is always popular 
to take away from management the 
greater gains it may make through 
energy and skill. Often, likewise, the 
profits of corporations are considered 
almost solely in terms of the absolute 
number of dollars that eventually are 
tabbed as profit, rather than the pro- 
portion or percentage of the investment 
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or the transaction involved. Much of 
the confusion and difficulty of manage- 
ment arises from the confusion about 
the meaning of “profit.” Profit is an ac- 
counting concept, and it means one 
thing to the accountant and the tax 
collectors (who are also accountants) 
and another to the average citizen. The 
citizens think of profit as money that is 
spendable, but the tax collector often 
deals with profits that exist only on 
paper. 

It is often said that the pressure 
group dominates 
There are thousands of pressure groups, 
and obviously labor and management 
are among them. But the farmers are 
also listed among the powerful pressure 
organizations that govern the course of 


American politics. 


politics. Nourse was not willing to be- 
lieve in the wisdom of much of our 
agricultural policy. Farmers demand 
stimulative prices even though the gov- 
ernment has accumulated gigantic sur- 
plus holdings; the government has paid 
subsidies out of Federal deficits; and it 
has imposed production allotments and 
marketing quotas. On the other hand, 
there is no realistic chance to alter the 
system greatly, since it has become part 
of the political system. It may be, and 
it seems that many sober minds are 
working in this direction, that minor 
changes may be made and that the 
system may be gradually redirected to- 
ward a free system of agricultural 
enterprise. 

Further, Nourse could not approve 
of the fiscal habits of the national gov- 
ernment. Only disaster could come 
from deficits continued as a govern- 
mental way of life in a period when 
production and employment have been 
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high, instead of putting the fiscal house 
in order and husbanding reserves to 
support the economy if less prosperous 
times should overtake it. Fiscal policy 
is clearly one of the areas in which the 
conservative is separated from . the 
liberal. For the liberal tends to be a 
“Keynesian”; he thinks of the “man- 
agement” of the public debt and the 
use of the debt and taxation as means 
of control and direction of the econ- 
omy. A conservative position drifts 
back inevitably to the idea of a stable 
monetary order, in which over the years 
the budget is balanced, or surpluses 
are used for the retirement of debt. 
And in any case, stability in the mone- 
tary system means that the repayment 
of the debt is finally made in much the 
same purchasing power as that in 
which it was first issued. Moreover, 
many conservative minds would insist 
on a more effective gold standard. 
Fiscal stability is associated with the 
protection of property, and the attack 
on property carries with it revolution- 
ary ideas about the “management” of 
the public purse. 

So Nourse concluded that if we are 
to maintain the march of economic 
progress, we must individually and as 
groups, in private business and in poli- 
tics, display industry, prudence, and 
self-discipline, recognize that we can- 
not get more out of the economic sys- 
tem than we put in, that collective 
bargaining in good faith and on solid 
facts is the road to a workable distribu- 
tion of total product, and that mone- 
tary and fiscal tricks have no magic 
power but are, rather, a slippery road 
to musery. 

These proposals amount to a vast 


and systematic reform of the American | 
capitalist system. They amount to a © 
reform of the political habits of the | 
American people, and they suggest | 
losses of privileged position to many 
of the people in pressure groups. How-— 
ever, most of the people engaged i 
the practical analysis of the functioning 
American system seem willing to settle © 
for a good deal less in the way of re- | 


who feel that the system as it is can © 
be made to work effectively for eco- 1 
nomic progress. Such analysis is the” 


predictions of economic activity espe- 
cially, and by financial institutions | 
which specialize in the analysis of the — 
current economic situation. 

We face a paradox. Business econ- 
omists, such as those in the McGraw- © 
Hill organization, have argued that the 
distribution of income in the United 
States has become more equal during 
the past twenty or more years, so much 
so that it is “one of the great revolu- 
tions of history,’ and a new and 
salaried middle class has been created. 
Yet it is obvious that enormous 
amounts of capital investment are 
necessary if American industry is to 
continue its rise in productivity. Busi-_ 
ness economists have insisted that the — 
share of national income going to 
profits is not keeping up with the shares. 
that go to others. What conservatives 
face is the constant re-examination of 
the economic system. Capitalism as a 
dynamic system requires the’ constant 
re-creation of leadership, investment, 
and a system for the distribution of the 
shares of industry. Basically, the con- 
servative must defend the existence of 
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profits; he must defend a system of 
taxation that will encourage invest- 
ment; and he must defend a system 
that will grant management the right 
to make significant decisions in the 
conduct of its business. 


V. 


The debate on what a conservative 
economy is differs in Europe and 
America. It is clear that in those Euro- 
pean countries where the free market 
has returned after the war, there has 
been a greater-than-normal increase in 
national prosperity. Liberals on the 
Continent are mostly those who favor 
a free market economy and anticlerical 
legislation. In no country in Europe 
are they in a parliamentary majority, 
nor have they been for a long time, but 
the influence of the liberals on eco- 
nomic, educational, financial, and re- 
ligious policy has been profound. On 
the other hand, the Christian parties 
that have been either majority parties, 
or very strong in parliament, have been 
in effect the conservative parties. 
Christian parties have taken a middle- 
of-the-road position, which has meant 
that they have not been opposed to the 
liberal free market system when they 
thought it possible to restore it. In 
Germany, for example, the Christian 
Democratic Union has been the ma- 
jority party, and it has restored much 
of the free market system, with an en- 
suing rise in German prosperity. The 
defense of private property and the 
freedom of business so far as it seems 
possible have been principles of the 
Christian parties in their war on social- 
ism, communism, old-style anticlerical 


liberalism, and the monarchists and 
neo-fascists as in Italy. 

In America, the concept of “neo- 
capitalism” begins with the idea of the 
freedom of the going concern, and the 
belief that government should not 
interfere with its legitimate freedom. In 
Europe, owing to both the Christian 
and the socialist traditions, the discus- 
sion may begin with a defense of the 
right of a worker to organize and to 
earn a wage that will support him and 
his family at a reasonable or frugal 
standard of living. Industry must pay 
such wages, and public policy must 
assure the rights of the human being. 
In America, however, our laws go less 
far in this direction, while the trade 
unions and the practice of a high-wage 
and high-productivity economy make 
such assurances possible. Fringe bene- 
fits, including medical services, for ex- 
ample, continually expand, and many 
feel sure that eventually there may be 
some kind of guaranteed annual wage 
paid in American industry. 

American capitalism does not cor- 
respond at all with the Marxist idea of 
capitalism. For example, “social se- 
curity” for American railroad em- 
ployees is more advanced than under 
socialist regimes. This we call capital- 
ism, and the policies of enlightened 
management and labor. European so- 
cialists, of course, are unwilling to 
admit that such benefits and such evo- 
lutionary reforms in a free economic 
system can take place without the 
political and legislative compulsion of 
the left-wing political parties. They are 
determined to picture American capi- 
talism as it was immediately after the 
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Civil War; and any freedom on the 
part of management to make significant 
economic decisions is purely and simply 
tyranny. Such a tradition makes it 
almost impossible for the European to 
understand the United States, for the 
picture of neo-capitalism must be re- 
garded by them as a distortion of 
American propaganda. 


Vi 


Some conclusions should be 
cated, bearing in mind that a general 
view of a conservative theory of the 
economy is being sought. 

(1) There has been in the United 
States a change in the meaning of lib- 
eral. It has been used to describe the 
policies of left-wing and progressive 
groups, thus making it impossible for 


indi- 


economic conservatives to use it. On 
the other hand, the word conservative 
has not in fact taken the place of 
“liberal,” though liberal in Europe is 
used to designate policies which are 
considered in fact to be conservative 
in the United States. 

(2) This change in the meanings of 
liberal and conservative, and especially 
the unique use of “liberal” in the 
United States, has come about through 
complicated historical situations’ There 
was no formal aristocracy in America, 
and the customary European three- 
cornered conflict between aristocratic- 
bourgeois-proletarian groups did not 
develop in this country. 

(3) in the United 
States have taken a rather pragmatic 
or “practical” attitude toward govern- 
mental function in relation to the econ- 
omy. Congressmen (that is, the political 
class generally) and management ac- 


Conservatives 
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cept a very considerable governmental 
regulation, while at the same time they 
favor as far as possible a free-enterprise 
economy. 

(4) Conservatives in general seek to 
maintain a traditional fiscal system. 
They desire to have a fiscal system 
that is not a deterrent to business de- 
velopment, capital accumulation, and 


S 


profit. Under systems of heavy tax- 


ation, the conservative in management 


would ask for reasonable profits after 


by demands for a balanced budget. 


(5) Ideological positions that favor — 


the planned economy are objectionable 
to conservatives. There is specific ob- 


4 
i 
| 
; 
‘ 
taxes. Often, such views are expressed | 
; 
t 


jection on this ground to socialism, — 


communism, and the liberal inclination 


“ah 
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to favor administrative or bureaucratic — 


planning. 

(6) In contrast, the conservative has 
favored an economy in which man- 
agement has a significant range of eco- 
nomic decision. Management is sup- 
ported as the dominant force in what 
has come to be called “neo-capitalism.” 
It is quite impossible for conservatives 
and liberals to agree on the existence 
of monopoly in particular situations. 

(7) Conservatives 


will favor, at 


least in theory, reforms in the economy 


that will tend to strengthen freedom 
of the going concern and the free 
market generally. These reforms would 


tend to weaken the favored position of - 


some pressure groups, such as agricul- 
ture, labor, and the administrative sys- 
tem or civil service of the modern 
state. Such reforms may have in mind 
the restoration of the risk-taking func- 
tion of management in its economic 
activity. 


IN DISCUSSING the economic growth of 
the area the United Nations Economic 
‘Survey of Latin America for 1954 
treats separately three groups of coun- 
‘tries: Venezuela, the coffee and cocoa 
producers, and all others. ““The reasons 
for considering this country [Venezuela] 
separately are obvious. . . Venezuela’s 
growth trend is the strongest in Latin 
America. During the last ten years, 
goods and services available per capita 
have risen by 3.7 per cent annually, 
compared with an increase of 2.7 per 
cent for the coffee and cocoa producers 
and 2.3 per cent for all other coun- 
‘tries.”! The purpose of the present pa- 
‘per is to inquire into the causes and 
‘characteristics of this growth. 

When Venezuela is mentioned in an 
economic discussion one automatically 
thinks of petroleum, and it is with this 
sector that an analysis must begin. Ven- 
ezuelan petroleum has supplied an im- 
portant part of the world’s production 
for a period of thirty years, and this 
importance has been emphasized in the 
last ten. During the past decade over 
14 percent of the total world supply 
and some 30 percent of that originating 
outside the United States has been pro- 
duced there; only the United States has 
a larger volume of output. 


* At the time of writing, the author was 
on the staff of the Board of Governors of 
the Federal Reserve System. The views ex- 
pressed are not necessarily those of the 
Board. 

United Nations, Economic Survey of 
Latin America 1954, p. 6. 
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Such a high volume of petroleum 
production naturally makes the indus- 
try an important part of the domestic 
economy. As early as the late 1920’s oil 
accounted for 80 percent of the coun- 
try’s total exports and in the past dec- 
ade this figure has exceeded 95 percent. 
By the end of the 1920’s more than 
one-fourth of all government receipts 
were paid directly by the oil companies 
operating in the country and in recent 
years this share has grown to over 60 
percent. And finally, petroleum pro- 
duction accounts for about one-third of 
the gross product of Venezuela. 

The magnitude of the petroleum 
production values involved and _ their 
rapid growth since the early 1940’s can 
be appreciated by noting the export 
figures given in Table 1 (some 4 to 5 


Table 1. Venezuelan Petroleum Exports 


(In millions of dollars) 


Year Exports Year Exports 
WAS a ieee ae 165 TOAD reese 966 
1944 tenes 233 95 OR 1,124 
OAS ee oan e 310 9 5 eee 1 AAD 
AOA Giese 447 1952 ree 1,384 
LOA eee 664 LOS Sacer ae 15359 
UOAS Mee sae 1,069 TODA Se eee 1098 


Sources: Banco Central de Venezuela, Memoria; 
International Monetary Fund, Balance of Pay- 
ments Yearbook. 


percent of the oil produced is con- 
sumed domestically). To place these 
figures in perspective it should be noted 
that the present population of Vene- 
zuela is only about 5% million. 
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These general indications give some 
idea of the importance of petroleum in 
the Venezuelan economy, but it is nec- 
essary to inquire much more closely 
into the matter to determine the man- 
ner and the extent to which the petro- 
leum industry has contributed to a 
higher income level in the country. Oil 
was specifically developed for the ex- 
port market, and the development was 
financed by foreign capital; it is only as 
funds are made available to the domes- 
tic economy in the course of these op- 
erations that income within the country 
is raised. 


Direct Impact of Oil 


There are a variety of ways in which 
the petroleum operations have contrib- 
uted to higher standards of living 
within Venezuela, and each must be 
dealt with; an idea of their relative im- 
portance is essential to an understand- 
ing of the over-all impact on the 
economy. 

First of all, the oil companies have 
for the most part utilized Venezuelan 
labor in their operations, and this has 
provided not only an alternative source 
of employment, but one where the eco- 
nomic rewards have been very much 
higher than in similar opportunities in 
other sectors. In addition to their basic 
wage, workers in the industry receive 
such benefits as overtime pay, holidays 
and paid profit-sharing, 
medical attention and hospitalization, 
educational facilities, subsidized hous- 
ing, commissary privileges, and others. 
The total of these benefits is said, at the 
present time, to represent an average 
annual outlay by the oil companies of 


vacations, 
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around $5,000 per worker, among the 


highest in the world.” 
The number of persons who have 
benefited from employment in the oil 


operations has varied. At the height of | 
the investment boom in late 1948 and © 


early 1949 the figure rose to nearly 


60,000, but by the end of 1949 employ- — 
ment in the industry had fallen to — 
46,000 and after a further decline in~ 
1950 (to 42,000) has returned to about — 
the 46,000 level. This latter figure rep- — 


resents somewhat less than 3 percent of 
the active labor force. 


the figures have recently averaged 
around Bs. 650 million® per year (10 to 
15 percent of total wages and salaries 
in the country). 

The second way in which the oil op- 
erations may provide incomes in Vene- 
zuela is through purchases made in the 
country, thereby increasing the incomes 


of producers of the items so obtained. — 


Figures for such activities are available 
for only two years, 1949 and 1950, but 
these are sufficient to make clear that 
this type of impact on the economy has 


been relatively unimportant. In 1949, | 
when investment was at a high level, — 
the oil companies made purchases to- — 


taling Bs. 98 million in the country; in 
1950, with no net investment taking 


place, such purchases amounted to only 


Bs. 68 million.* 


* The standard of living which this gives 
the worker is lower than this figure seems 
to imply since a dollar buys considerably less 
in Venezuela than in the United States. 

“The bolivar is valued at approximately 
30 cents in United States currency. 

*Banco Central, Memoria, 1950, p. 36. 


In terms of ! 
money expended by the oil companies ~ 
for wages and salaries in the country, — 


_ Thirdly, the oil companies have 
made possible increased incomes in 
other sectors of the economy by under- 
taking various projects, mostly required 
for the marketing of petroleum, which 
have facilitated activity in other lines. 
By far the most important item of this 
type has been the road-building pro- 
gram. In the process of developing oil 
fields in often remote areas, the com- 
panies concerned have constructed a 
number of roads connecting these fields 
with various communication points in 
order to facilitate the movement of 
supplies and products. These roads 
have been built, and are maintained, 
entirely with oil company funds under 
agreement with the government, and 
are, when completed, open to public 
‘traffic free of charge. In all, the petro- 
Jeum companies are estimated to have 
constructed and to have under mainte- 
mance over 500 kilometers of asphalt- 
surfaced highways (nearly 15 percent 
of total surfaced mileage in the coun- 
try) and some 200 kilometers of un- 
paved roads; several of these constitute 
important links in the national highway 
system. Aside from the road building, 
the major companies have directly pro- 
vided or participated in the financing 
of some of the port facilities and have 
engaged in such activities as providing 
an agricultural experiment station and 
contributing funds for some of the 
Rockefeller Basic Development Corpo- 
ration projects in Venezuela; these, 
however, have been minor in relation 
to the road construction carried out. 
These types of influence all emanate 
directly from the initiative of the oil 
companies themselves; in each case it 
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is a direct investment or purchase of 
goods or services by the companies in- 
volved, and the activities which come 
into existence as a result are activities 
required for the production or market- 
ing of petroleum. The influences and 
benefits which belong in this group 
have been centered in the Maracaibo 
region. It was south of Maracaibo that 
the important early oil discoveries were 
made, the bulk of production has al- 
ways come from this region (70 percent 
in the last four years), and Maracaibo 
has always been the center of the ex- 
port trade. This region in a very real 
sense reflects the direct impact of the 
petroleum developments on the Vene- 
zuelan economy; the petroleum opera- 
tions provide the base for the economic 
life of the area. It is interesting to note 
at this point that Maracaibo is not, 
historically or now, either the eco- 
nomic, political, or cultural center of 
Venezuela. The center is the Caracas 
region, well removed from the petro- 
leum operations, and although its eco- 
nomic dependence on petroleum activi- 
ties is perhaps equally great, the 
influence of such activities is of an 
indirect sort and the results are quite 
different. 


Fiscal Receipts from Oil 


This brings us to the most important 
of the ways in which the petroleum 
operations have contributed to the pos- 
sibility of higher income levels in Vene- 
zuela: through royalty and tax pay- 
ments made to the government. As 
shown by the figures given in Table 2, 
the volume of these payments has ex- 
ceeded the sum of all other disburse- 
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Table 2. Fiscal Receipts from 
Oil Operations* 
(In millions of bolivars) 
Oil Oil 
Year revenues Year revenues 

1G Se ec 100.7 L9O4O See 15139/9% 
MO AA ee yer 286.9 £950 ae 1,111.4 
OAS oe 350.1 TOSI 1,407.8 
M9AGE SANs 471.9 19527 eee 1,461.1° 
OATS. oe 753.8 LOS Sere ae 1,546.0> 
19487. 7." 1,157.1 


@ Only those receipts have been included which 
do not represent a payment for service re- 
ceived, and therefore signify a net accrual by 
the state. For example, such items as harbor 
fees and license fees are not included since 
they presumably do little more than cover the 
cost of the service involved. 

> Figures do not include import duties paid by 
the oil companies; these payments probably 
averaged between Bs. 30 million and Bs. 50 
million during these years. 

Sources: Cuadernos de Informacién Eco- 
nomica, February-March, 1950, pp. 118 ff.; 
Banco Central, Memoria, 1950-53. 


ments by the oil companies within 
Venezuela. For a half-dozen years prior 
to 1943 tax receipts were equal to or 
higher than the figure given for that 
year, and had reached a magnitude 
three-quarters of the 1943 level as 
early as the mid-1920’s. As noted ear- 
lier, these payments by the oil compa- 
nies have, since the mid-1940’s, ac- 
counted for over 60 percent of total 
government receipts. 

The significance of these payments 
for the Venezuelan economy is stagger- 
ing. The state has been presented with 
very large sums of money, the striking 
magnitude of which can be better ap- 
preciated if it is noted that the 1953 
figure represents some $85 for every 
man, woman, and child in the country; 
this is more than the total per capita 
income of some underdeveloped coun- 
tries. Further, and equally important, 
these funds have been acquired without 
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the necessity of reducing the income of | 
anyone within Venezuela; they have 


been made available from sources out- 
side the economy. The manner in 
which these fiscal receipts have been 
disbursed has to a large degree deter- 
mined the course of Venezuelan devel- 
opment in recent years. 


Government Spending Policies 


There are two general ways of look- 
ing at governmental spending policies 
which are important in specifying the 
influence of these funds on the develop- 
ment of the economy: 
tional allocation of the spending, and 
(2) its geographical and personal dis- 
tribution. 


Functional allocation 


The functional breakdown in which 
we are interested here is that between 
expenditures which are designed or 
may be expected to increase the pro- 


ductive potential of the economy and ~ 


those of a purely current or noneco- 
nomic nature. Both types of spending 
may have secondary effects which will 
be important in determining the orien- 
tation of the economy’s development, 
but these can be taken account of more 
readily when spending is analysed in 
the second of the two ways listed. 

The discussion will be restricted 
largely to the past decade, since it has 
been during these years that the really 
large revenues have been available. 
Table 3 lists expenditures of a type 
which may be considered likely to add 
to the economic efficiency of the econ- 
omy. It will be noted that these ex- 
penditures have amounted to about 45 
percent of total governmental spending 


(1) the func- © 
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Table 3. Government Development Expenditures 
(In millions of bolivars) 
Item 1946/47 | 1947/48 | 1948/49 | 1949/50 | 1950/51 | 1951/52 | 1952/53 | 1953/54 
Central government spending on: 
Economic development...... 289.9 460.3 675.6 575.0 747.6 844.8 754.3 768 .4 
Educational construction....| 44.0 54.0 D2 3303 70.7 has! 76.2 75.0 
Health construction......... 7369 122.3 158.1 142.8 128.8 105.5 85.2 83.6 
State government spending on: 
Capital account®........... Su) SORT 75.3 75.3 73.6 81.5 80.0 83.4 
Total development spending. ..} 439.3 686 .3 Dollies 846.4 {1,020.7 {1,088.9 995.7 |1,010.4 
Percent of total budget>....... 44.0 46.7 48.3 44.6 48.0 47.4 43.6 9% $8) 


® Estimate. Based on United Nations survey of capital spending by states in early years plus assumption that percentage 
of funds so allocated has remained constant. Capital spending is not equivalent to development spending but is used 
in the absence of appropriate breakdowns of state spending. 
» Percentage of Federal budget, but since state funds are very largely obtained from grants included in the Federal budget, 


governmental expenditures. 


‘and since the states in turn provide funds to the municipalities, the figure can be regarded as the percentage of all 


Sources: D. Madero Leiva, “‘Estadistica fiscal de Venezuela,” Revista de Hacienda, March, 1952, pp. 33-88; United Nations, 


Public Finance Surveys: Venezuela (New York, 1951); and data provided by the Ministerio de Hacienda. 
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(Federal, state, and local) and that the 
sums involved are of very substantial 
magnitude. 

Central government economic devel- 
opment spending has been increasingly 
concentrated in the field of transporta- 
tion, particularly the construction of 


roads, this latter item alone having ac- 
counted for 40 percent of the spending 


in the economic development category 
in recent years. From the point of view 
of its stimulus to economic growth the 
road-building program can be criticized 
for its heavy orientation toward the 
construction of superhighways rather 
than a less elaborate system which 
might be better designed to meet the 
country’s needs; for example, during 
the three years of its construction (it 
was completed in early 1954) the 11- 
mile autopista connecting Caracas with 


La Guaira absorbed fully 30 percent of 


the entire road budget. Considerable 


‘attention has also been given to the 


construction and maintenance of ade- 
quate port and air facilities. The coun- 
try lacks any real rail network, but 
plans are now said to have been made 


for the construction of several lines, 
and work has begun on one of these. 

Outside the field of transportation, a 
large-scale electrification program has 
been carried on and the consumption 
of electricity has been tripled in the 
past seven years. Comprehensive rice 
and sugar programs have made Vene- 
zuela self-sufficient in these products, 
both of which were formerly imported 
on a large scale, and a broad range of 
assistance has also been given to other 
segments of agriculture, including con- 
ventional extension services, price sup- 
port programs, provision of storage fa- 
cilities, credits on a substantial scale, 
and even direct subsidies in some cases. 
Aid to the industrial sector has been on 
a more modest but still impressive scale, 
credits having been granted and a few 
enterprises having been established and 
operated directly. 

Such a brief listing of some of the 
major programs cannot hope to give a 
real appreciation of the considerable 
size and scope of the activities carried 
out in the economic sphere in recent 
years. For one accustomed to the diffi- 
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culties of financing even the most mea- 
ger programs in most economically un- 
derdeveloped countries a listing of the 
activities under way in Venezuela at 
any one time is incredible.* 

It should be pointed out that it is 
most unlikely that these results have 
been achieved because of a primary 
interest on the part of the Venezuelan 
government in fomenting economic 
and social advance. The country is 
ruled by a military dictatorship and the 
military in general is something of a 
privileged class: in the country. The 
army is large and well equipped, the 
air force has jet planes, the navy is 
acquiring new destroyers, the officers’ 
club in Caracas is probably as luxurious 
as any in the world, a large Federal 
bureaucracy is maintained and also 
cared for very adequately, and the gov- 
ernment buildings are often magnifi- 
cent. A much more plausible explana- 
tion of the government’s economic 
accomplishments is simply that there 
have been such large funds available 
that other more pressing desires could 
be satisfied while still leaving substan- 
tial sums which could be invested in 
economic development programs. 


Geographical and personal distribution 

The geographical and personal dis- 
tribution of the government spending 
program has been of equal importance. 


Geographically, government expendi- | 


tures have to a large degree been cen- 
tered in the Caracas region. The ad- 
ministrative offices are there, and there 
is, in general, a high degree of central- 


*For example, see almost any issue of 
Venezuela Up-to-date, a monthly publica- 
tion of the Venezuelan Embassy in the 
United States. 


ization. Even in the field of public 
works the concentration in the Federal | 
District® is high. All the big proclaimed | 
undertakings are in this region: The © 
Federal District has the Caracas-La | 
Guaira superhighway, Caracas has the — | 


modern new freeways, the complex of | 


buildings which make up University — 
City, Centro Bolivar, the officers’ club, 
the Tamanaco Hotel, and any number 
of lesser undertakings which might be 
listed. Of the large sum which has been ~ 
devoted to road construction in recent 
years over two-thirds appears to have | 
been expended on work within the — 
Federal District. Over-all, it can be 
conservatively estimated that 60 per- 
cent of total government spending has 
taken place in the Federal District, an 
area containing slightly over 14 percent 
of the total population, and some 0.2 
percent of the total area of Venezuela. 

The implications of this in terms of 
purchasing power and new sources of 
potential investment funds are very im- — 
portant. If we consider only that part 
of government revenues which has 
come from the oil operations, and 
therefore does not represent payment 
by any individual within Venezuela, 
and assume that 60 percent of this has 
been spent by the government within 
the Federal District, this means that for 
the past half-dozen years there has been 
made available from outside the econ- 
omy an average yearly sum of $325 for 
every man, woman, and child in the 
Federal District. 

These funds have not, of course, been 
equally distributed even among the 
populace within the Federal District. 


°The Federal District is similar in con- 
cept to our District of Columbia. 
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‘Less. than 15 percent of the active 
Federal District population is actually 
bn the government payroll, but much 
of the work is contracted out and in 
this manner the first spending process 
directly reaches a larger sector. A policy 
has been followed of maintaining a 
high salary scale, and in general the 
professional and higher administrative 
levels in the civil service seem to be at 
least as well paid as their counterparts 
in the United States. There is a wide 
Spread in the scale, however, common 
laborers appearing to receive about 
one-tenth the income of relatively nu- 
merous division chiefs. Margins allowed 
on work contracted out and on pur- 
chases of materials are also fairly gener- 
ous and the business community re- 
gards the profit margin on government 
contracts as good. 

The composite result has been the 
creation in Caracas of a considerable 
section of the populace with income 
levels equal to those in any city of com- 
parable size in the United States. This 
fact, perhaps even more than the vari- 
ous governmental programs undertaken 
to provide economic stimulus, has 
shaped the consequent development of 
the Venezuelan economy. This new 
purchasing power turned first, as was 
natural, to imports; local goods suf- 
ficient to meet the enlarged demand 
were not available, and there was an 
adequate supply of foreign exchange 
as the counterpart to the new incomes 
which had been created. 


Growth of the Venezuelan Economy 


The opportunities created by the in- 
flux of petroleum revenues were thus 
initially most attractive in the field of 
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commercial activity, and men and in- 
vestment entered commerce at a rapid 
rate. The orientation of the public 
works programs also favored this de- 
velopment, for port facilities have for a 
number of years been well maintained, 
and the effort to provide adequate 
transport facilities has always been con- 
centrated on the Caracas region, where 
the bulk of the new purchasing power 
was centered; further, when the road- 
building program was extended to 
other areas it was in the form of main 
highways connecting Caracas with the 
other important population centers and 
this facilitated the movement of goods 
from the chief import point (La 
Guaira), through Caracas, to those 
other centers to the extent that the ad- 
ditional these 
pockets made such operations profit- 
able. The public works programs 
offered considerably less incentive to 
the gathering of local production for 
sale in the metropolis because the con- 


incomes in smaller 


struction of feeder roads received much 
less attention and it was therefore often 
difficult for the dispersed rural popula- 
tion to gain access to the main trunk 
lines which led to Caracas.* 

In addition to the expansion of com- 
mercial activity, and particularly as 
opportunities in this area were taken 
up, there was a growth in industrial 
production designed to appeal to the 
new incomes. The production of beer 
has increased tenfold in the past 15 
years (this single item has accounted 


"For an excellent discussion of this and 
other aspects of an important sector of the 
Venezuelan rural economy see Consejo de 
Bienestar Rural, Economic and Social Prob- 
lems of the Venezuelan Andes (Caracas, 


1954). 
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for about 25 percent of the total in- 
dustrial expansion); cement produc- 
tion, with important financial and other 
assistance from the Venezuelan De- 
velopment Corporation, has expanded 
more than twentyfold in the same 
period and the country is now practi- 
cally self-sufficient in this line (the 
value of the cement produced is about 
40 percent that of the beer output) ; 
textiles, again with substantial state aid, 
expanded greatly through 1946, but the 
renewed availability of imports upon 
the close of the war brought about 
a severe slump in the cotton branch of 
the trade, which was predominantly 
Venezuelan, and the textile group as a 
whole has only just surpassed the 1946 
level; and there has been less important 
growth in other lines, of which leather 
and food products may be 
specifically noted. These activities have 


goods 


all been undertaken predominantly by 
Venezuelan interests. 

A further development in the indus- 
trial sector which should be noted is 
the establishment, almost entirely in the 
Caracas-Maracay region, of a consider- 
able number of branch plants or sub- 
sidiaries of international firms. These 
firms have sought to take advantage 
of the purchasing power of the rather 
considerable concentration of ‘“‘middle- 
class” incomes in the area and have 
established local operations either be- 
cause imports of the product were not 
feasible or because it is more efficient 
to “assemble” the product close to the 
consumption center (this is sometimes 
the case because of tariff considera- 
tions). Such firms account for the out- 
put of soft drinks (this is the only 
item which challenges beer in terms of 


value of output), the auto assembly 
plants, the tire and tube factories, syn- | 
thetic cloth production, much of the | 
paint, soaps, cigarettes, gum, and other 

items. Practically all these = 


use basic ingredients which are ob- 
| 


‘ 


tained from parent companies abroad 
and are combined in the Venezuelan 


{ 


discussed in the 
country it is frequently these operations 
which are referred to. 

An indication of the extent to which 
production caters to the concentration} 
of incomes created in the Caracas - 
can be obtained by observing that over 
65 percent of manufacturing output is_ 
estimated to originate in the Federal 
District, with an important part of the 
remainder coming from the Maracay- 


tory production” 


plants. When one hears the “new add 


sect 


Valencia region. 

Two additional activities encouraged © 
by the income pattern may be briefly 
mentioned. First, there has been a large 
demand for upper-income housing, and 
the construction industry has expanded 
considerably. This, plus the government 
public works programs, has to date 
furnished a secure market for the in- 
creased output of cement and some 
other building materials. Again the 
concentration of spending in the Cara- 
cas area and its influence are clearly 
visible: for the past half dozen years 
73 percent of the total private construc- 
tion in the country has taken place in 
the Federal District; private building 
permits granted in 1954 amounted to 
Bs. 374.7 per capita in the Federal Dis- 
trict, while the next highest figure was 
Bs. 47.6 in the state of Carabobo.® 


“Banco Central, Memoria, 1954, pp. 84- 
85. 


Finally, there has been a large de- 
1and for services. In the Federal Dis- 
ict the members of the labor force 
ngaged in nondomestic services showed 
larger increase between 1941 and 
950 than did any other category of 
ctivity.° This again is the type of de- 
and which one would expect to stem 
rom what in the United States are re- 
arded as middle-income levels — the 
ype of concentration which has been 
stablished in the Caracas area. 

In conjunction these developments 
ave accounted for the substantial 
rowth noted earlier. From 1936 to 
952 Venezuela’s national income in 
eal terms more than tripled, and on a 
r capita basis more than doubled; 
og although adequate statistical data 
are not obtainable, the bulk of this 
zrowth appears to have occurred dur- 
ng the latter half of the period. 


Conclusions 


In closing it is perhaps well to em- 
phasize again the two main features 
of the Venezuelan experience: (1) the 
magnitude of the funds involved and 
(2) the manner in which these funds 
aave entered the economy. Petroleum 
s an extremely high value product,’ 


®*"See Ministerio de Fomento, Séptimo 
Genso General de Poblacién, Vol. I, pp. 
165-82; Octavo Censo General de Poblacion, 
Vol. I, p. 45. 

Tts exceptional nature can be appreci- 
ited by comparison with the values of some 
ther raw materials exported by countries 
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and for a variety of reasons, Venezue- 
lan petroleum production is very profit- 
able. During the past decade, for which 
figures are available, some 60 percent 
of the total value of production repre- 
sented either payments to the govern- 
ment or net profits (roughly 30 percent 
in each category). As a result, the huge 
sums of money poured into the Vene- 
zuelan economy have made _ possible 
undertakings quite outside the realm of 
possibility for most underdeveloped 
countries. Much the most important 
manner in which this money has en- 
tered the economy is via fiscal chan- 
nels, and the government, in spite of its 
clear desire to preside over a private 
enterprise economy, has thus played an 
important role in the country’s eco- 
nomic growth. The very process of dis- 
posing of the enormous sums which 
have accrued from the oil operations 
have been decisive in shaping the pat- 
tern of the country’s development, and 
the policies followed have resulted in a 
growth which, while substantial, has 
distributed its benefits most unequally, 
both between Caracas and the rest of 
the country and within the capital 
itself. 


noted for their production. In 1953 the 
value of Venezuelan oil exports was $1,359 
million or about $250 per capita; in the 
same year Chilean copper exports totaled 
$204 million or about $35 per capita, Bo- 
livian tin exports amounted to $95 million 
or about $30 per capita and Brazilian coffee 
exports were valued at $1,088 million or 
about $20 per capita. 
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HE TRAFFIC PROBLEM is one of the 
ost discussed topics of our time. In 
eality, however, it need be no more 
f a problem than that of increased 
emand for electricity and natural gas. 
he major difference is in the political 
nd administrative conditions under 
hich solutions to the problem are 
ought. 

All physical undertakings must be 
roverned by natural law, but to be 
uccessful in our society, they must 
also be governed by economic law. 
fust as it is true that two objects can 
aever occupy the same space at the 
same time, so also is it true that we 
sannot as a group enjoy more than we 
ean afford. The failure to face up to 
these two axioms has caused our traf- 
fic problem. A solution for the problem 
must come from a recognition of the 
hard physical and economic facts. 

Too many elected officials 
policy makers do not realize that the 
problem of traffic congestion is not 
merely a highway problem. Millions 
of members of the general public know 
that the problem also includes buses, 
rolleys, and electric and steam railways, 
as well as automobiles. In our urban 
areas, 30,000,000 persons daily pay 
ransit fares out of necessity, certainly 
n0t for joy riding. Congestion affects 
hese transit riders much more ad- 
yersely than it does motorists, and the 
1eglect of these people prevents any 
olution of the over-all problem. 
Parenthetically, let it be understood 


and 
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that this paper is concerned with urban 
congestion where space and money 
are not available to build free parking 
spaces for all those who cannot walk 
downtown. Towns and villages have a 
much different problem, so far as a 
solution is concerned, and should not 
be treated in the same way necessary 
to solve metropolitan problems. 

The December, 1954, issue of Public 
Roads disclosed the little-appreciated 
fact that in middle-sized, Midwestern 
cities (excluding the largest ones) only 
half of the people over 14 years of age 
can drive a motor vehicle, and only 
one-third of the women can drive. 
Thus, less than one-half of our pop- 
ulation can drive at all, and many of 
those who can drive do not own cars 
or do not have them available at times 
movement is necessary. It is certainly 
obvious that we have centered all of 
our efforts on improving conditions 
for the half who can drive, while we 
have done nothing for all the rest who, 
for various reasons, cannot drive. We 
have exhibited an uneconomic prefer- 
ence for driving regardless of the physi- 
cal and economic consequences to our 
highway and transit systems. 

To solve the problem 
created, we must devote proportional 
attention to improvements in public 
transportation. When, for example, it 
is considered that from half to three- 
fourths of all downtown shoppers travel 
by transit (see table), it is absurd to 


we have 


spend billions on additional highway 
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Downtown Shoppers Using 
Transit Facilities 


(Percentage of total) 


City Percentage 
(Atlanitale: seach wus tok oes ean ete Sona 
Bride cportaster rome ter tee Be}45) 
IBuitalo sere. ane ee eee 68.1 
@harleston ewig Videew rare eee 52a 
@leveland iis. = chine ce a ee 74.9 
Columbus Ohion eer ae eee ee 60-65 
Dallastn: atten te pee ie ack 56.0 
Dayton sets ey ees laa eas rere ens 62.0 
ID CLOG et pir Ape eae eee 71.8 
Kansas: Citys de cc cs ter 8 eee 59.4 
WOUISValle ee etc, ee eae 30.7 
IMilwaukeee arent aes cro eeeede roa 61.0 
Nash illee-eueccesrear tae en yee cae 28.0 
Omahar= SE. BON. ie eee 66.0 
Ipittspuce he yee es ne ee ws Woes) 
IProviGlenGen es ae oie ore eres eee 70.0 
Richmon Gia: -F ie erate ee eee 60.0 
Rochesternasn tie oie eae 5Se2, 
Sane rancisco seers tea ee eee eee 45.0 
Wheeling Pret 0.) 2c. anne ewe fre 60.0 
VOU OS TOWING ei tien ert mena g tener 51.0 


Source: American Transit Association. These 
statistics do not show the number of people 
who would travel downtown by transit if it 
were more dependable and offered better 
coverage, with shorter travel time. 


facilities which indirectly cause one- 
fourth of the people to create conges- 
tion which ties up the other three- 
fourths in the central city. Where space 
is in short supply, the private automo- 
bile cannot be considered as a mass 
medium of transportation, no matter 
how popular it is, because it ‘cannot 
function well in confined areas. There 
isn’t room for all the automobiles when 
everybody takes them downtown. If the 
room were provided, no one would be 
willing to pay the resulting price. The 
majority who travel to the central busi- 
ness district use transit and must be 
given consideration at least equal to 
that given the minority who drive 
downtown and block off everyone else. 
If they are given such consideration, 


the traffic problem in central cities can | 
be rendered unimportant. 


Why Doesn’t Transit 
Help Itself? 


The motorists are sure to point out” 
that automobile registrations are still 
increasing, that transit riding is often 
declining, that people inherently “want 
to drive,’ and that therefore “some- 
thing” must be done. We have already 
followed this reasoning to the frustra- 
tion of utter congestion. Expresswi 
jam urban areas to a greater extent 
than the local roads that preceded i 
them, parking costs more and is harder 
to provide, and we cannot afford to 
subsidize everyone who wishes to drive, 
especially when so few, relatively speak- 
ing, can be accommodated by auto-— 
mobile in the central city during” 
business hours. Our public funds are 
much more needed for schools, univer- 
sities, health and old-age care, defense, 
hospitals, the national debt service, 
police, parks, and public mass trans- 
portation which can satisfactorily serve 
everyone without discrimination and 
without congestion. 

The motorist may sincerely wonder 
why transit does not prosper if so many 
need it. The transit operators like to 
point out that congestion prevents their 
proper operation, and that more people 
would use the service if it were not 
caught in congestion. The increase in 
commuter patronage on _ high-speed 
rail lines bears this out, but bus service 
is unattractive and is caught in auto- 
mobile congestion so that it becomes 
too slow and too expensive all at once. 
The vicious circle that results is well 
known. 


The theory that demand creates ade- 
uate supply works only under perfectly 
ompetitive conditions of equality. 
ransit’s competition with the auto- 
obile is in no way carried on under 
ch conditions. The urban automobile 
heavily subsidized and exempt from 
eneral taxes.? Transit is heavily taxed 
ith few exceptions, and receives no 
rants-in-aid in most cities. These facts 
lone create sufficient distortion of 
pply and demand to crowd highways 
hile bankrupting transit service. When 
eople want better highways, they are 
Id to write Congress, vote bond issues, 
ccept assessments, and enact consti- 
tional limitations that forbid the tax- 

g¢ of motor vehicle operation except 
i the purpose of improving automo- 
ile facilities. It is quite different when 
seople want better transit. Public 
ficials and newspapers occasionally 
ire motivated to start a fight with the 
ransit company which results in dam- 


ising publicity, less service, higher 


* Auto taxes in most states are limited by 
onstitutional amendment to use in improv- 
ng conditions for motorists. They are not 
axes for the support of government gener- 
lly, but are “user charges” or tolls for the 
ise of certain, but not all, highways. The 
Yomptroller of the City of Milwaukee has 
eported that Milwaukee spent $90 per 
uto more than it collected in user taxes in 
953. This is as much as the total cost of 
perating the complete transit service. In 
thicago, attorney Werner Schroeder, state 
ppointee on the Chicago Transit Board, 
eports that that city spends $85 per auto 
er year more than it takes in from motor- 
sts. In addition to the cash subsidy, auto- 
,0biles pay nothing for school support, local 
treets, police, street lighting, and general 
dministration. Transit riders in most cities 
ay heavy taxes to support government, 
ven when facilities are municipally owned 
nd are not operated for profit. New York 
; an exception. 
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fares, and defeat for all concerned be- 
cause of the failure to cooperate. In 
extreme cases, unfounded public re- 
sentment has forced cancellation of 
transit franchises when there was no 
more fault on the part of the transit 
company than there was on the part of 
the government. 

A principal obstacle in the way of 
the construction of necessary high 
capacity transit facilities is the Federal 
income tax. Whereas this 52-percent 
tax consumes but 1 percent of the food 
buyer’s dollar because food has a fast 
turnover of investment, and whereas it 
consumes but 10 percent of a highly 
developed manufacturer’s dollar of 
sales, it would consume from 20 per- 
cent to 40 percent of the transit rider’s 
fare if a modern, privately owned 
transit facility were to be built at to- 
day’s prices. As a result, none are built, 
and none can be built by private capi- 
tal. An investment in transit facilities is 
much like the investment in a turn- 
pike, where the income tax on a fair 
profit would be twice as great as all 
other costs combined if private capital 
were to build one without tax exemp- 
tion. The 52-percent income tax is 
much more costly than ad valorem 
property taxes, but even these local 
taxes, like the income tax, can over- 
tax a transit facility because the same 
tax is not levied on the competing 
parallel investment in highway facili- 
ties for automobiles. While it is true 
that transit companies which earn 
negligible profits pay negligible income 
taxes, it is further true that negligible 
profits prevent investment and end in 
eventual liquidation. Without invest- 
ment, there will be no construction of 
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needed new facilities. No matter how 
necessary and essential it is, public 
transit can no longer be attractive 
financially because of the inequities, 
and therefore cannot hope to exist to- 
day by the same means it has in the 
past. 

Neither will congestion be dispelled 
by providing facilities for individuals to 
park their automobiles and ride a bus, 
except under the most unusual and 
favorable circumstances.? The bus is 
stalled in the same congestion that en- 
gulfs the automobile, because not every- 
one will decide to make the auto-to-bus 
shift on the same day. The bus can do 
nothing obvious for the rider that the 
auto cannot do better, if cost considera- 
tions are neglected as they often are. 


The Solution to the Problem 


A simple engineering solution to the 
entire central city problem of conges- 
tion is to provide private or exclusive 
high-speed right-of-ways for attractive 
transit vehicles; but in the whole 
United States only 21 miles of such 
new facilities have been built in the 
past 15 years. The lack of such off- 
street transit facilities is the reason our 
highway congestion problem is so 
troublesome, and the provision of off- 
street transit facilities will prove to be 
the best solution of the congestion 


*The experience with park-and-ride lots 
has not been encouraging in Detroit, Louis- 
ville, Youngstown, and many other cities. 
In Boston, however, with off-street transit, 
their park-and-ride lots have grown 6% 
percent in use in one year, and now aver- 
age 42,898 cars per month at a charge of 
65 cents. In Newark and Cleveland, off- 
street rail service attracts large numbers of 
park-and-riders. 


problem.® If freight can have private 
right-of-ways into almost every la 
factory, it seems odd that people canno 
enjoy the same privileges. 
The skeptic may point to the aban 
donment of many miles of such facili- 
ties as proof that they are not a solu. | 
tion. However, just the reverse is oa 
Each abandonment has __ intensified’ 
traffic congestion and urban blight. The 
abandonments are not usually caused 
by lack of need, but by income tax 
refunds payable on book losses result-| 
ing from the writing off of nonde- 
preciated property,* together with the 
fact that liquidation profits are taxed 
at only half the rate applicable to 
operating profits.’ In cities with flat or 


. - 
universal fares, long lines are heavy 


money losers, whereas short routes pro- 
duce usurious profits. Tax credits on 


*The Public Administration Clearing 
House (Chicago) sponsored a seminar in 
June, 1955, on this transit crisis. City plan- 
ners, transit managers, and public officials 
agreed with no dissent that traffic and 
transit must be separated for the benefit of 
both motorists and the general public. NG 
one present thought buses would solve 
trafic problems. In Toronto, separation was 
accomplished on their main artery in March, 
1954. Since that time, transit riding on that 
route has increased 150 percent, and central 
city property values have skyrocketed. Auto- 
mobiles have full use of the main street, 
but even so cannot carry even 5 percent 
of the peak load carried on the separated 
transit line. The transit line serving 95 per- 
cent of the people is taxed. The highway 
1s not. 

“The Milwaukee Electric Railway & 
Transport Company saved about $5 million 
in 1944, 1945, and 1946 by following this 
procedure. 

*The Capital Transit Company has 
stopped all dividend payments, in order to 


take advantage of the liquidation tax rate 
in 1956. 
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the abandonment of long, highly capi- 
talized facilities are balanced against 
the huge profits of the short hauls to 
effect an elimination or great reduction 
in income tax liability. The riders who 
patronized the abandoned facility are 
not willing to ride shuttle buses, so they 
drag their automobiles downtown into 
the rush-hour congestion while at the 
same time preventing the other mem- 
bers of the family from using the family 
car during the light traffic midday 
hours. When a transit company accepts 
flat fares, it must be willing to serve 
everyone. A discriminatory price system 
approved by the community cannot be 
used as justification for neglecting a 
‘most important segment of the popula- 
‘tion. In Europe, graduated fares are 
‘in effect with higher charges for longer 
‘rides, but in this country it is believed 
high wage costs make it impossible to 
employ a complicated fare structure. 

Either long-haul high-speed lines 
must be subsidized, or else our price 
system must be made more equitable. 
It is certainly a paradox that the fa- 
cility that is most popular and operates 
at the lowest cost per passenger mile 
is not profitable, while unsatisfactory, 
high-unit-cost service shows up on the 
books as profitable.6 The reason is 
simple, of course. On the long-haul 
facility, many riders utilize free trans- 
fers from connecting feeder bus lines, 
and almost all riders travel longer 
distances because of the time they can 
save. The average cost is less than three 


®In Chicago, off-street rapid transit costs 
25 percent less per passenger-mile to operate 
than the newest buses, yet the buses show 
a profit while rapid transit shows a loss. 
The reason is that rapid transit riders take 
longer rides for the same price. 


cents per passenger mile. On long sur- 
face bus lines, the long-haul rider is 
buried, statistically, by the large num- 
ber of people who get on and off along 
the way. The cost per passenger mile 
may be six cents. Many transit com- 
panies refuse to operate express bus 
lines because this long-haul loss then 
shows up, instead of remaining hidden 
in the average figures. Because of pub- 


lic attitudes, charges for rapid transit 


service cannot be higher than those for 
surface transportation for the same dis- 
tance. We must face either a loss or a 
steeply zoned fare structure. 

Sheer volume of patronage will not 
solve the problem if long rides cost 
more than the rider is asked to pay. 
Some authorities suggest that the value 
to the community of off-street transit 
service justifies subsidies, and if public 
aid is to be given to highways, it surely 
does; but subsidies are a symptom of 
disease somewhere in the neighborhood. 

Private enterprise is not able to oper- 
ate well under these conditions. It can- 
not be induced to serve people it would 
lose money carrying, and it cannot bid 
successfully for capital when it must 
compete against the “free” highway 
system. Private enterprise can no more 
compete with the highway system than 
a tax paying private electric power 
company can compete with TVA. Pub- 
lic transit cannot get the necessary low- 
interest capital, nor earn a fair return 
on it, under today’s competitive con- 
ditions in the city-suburban transit 
service. Many of our cities will de- 
generate into solid blight girdled with 
concrete ribbons unless we put transit 
and highways under the same economic 
rules. Each must have the same access 
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to capital at the same rate of interest, 
and each must be subject to the same 
rate of taxation (as differentiated from 
“user charges’’). 


How? 


How can we provide transit that will 
adequately serve the existing 30,000,000 
daily fares, and also attract enough 
motorists to alleviate the street con- 
gestion problem? We will never be able 
to eliminate business district street con- 
gestion caused by driver selfishness, 
such as illegal parking, stopping for 
pickups when the traffic signal is green, 
and unloading trucks wherever they 
happen to roll to a stop. What we can 
and must do is bore through congestion 
by providing congestion-free public 
transportation. 

Such a system of public transporta- 
tion need not depend upon the de- 
velopment of economical helicopters 
and monorail rockets. Helicopters are 
far too expensive, and too low in 
capacity, to govern our planning as yet. 
They are not efficient or fast in the 
frequent-stop service so necessary in an 
urban mass transit system. 

The simple evolution of the humble 
and abused street car offers us all we 
need if we will only use it. Chicago has 
converted hundreds of congestion- 
bound street cars into fast-moving, eco- 
nomical rapid transit vehicles, but has 
not given them,any new areas to serve. 
In Boston, Cleveland, Newark, and 
Philadelphia modern standard street 
cars are operating at average speeds 
considerably higher than a person can 
drive on city streets. They have been 
given a clear track, and people are 
patronizing them. Newark last year re- 


ported a 20-percent increase in rail 
transit riding in one year, whereas bus 
riding dropped 5 percent. The off- 


street rail line serves no new or grow- 


ing areas, so all of the increase had to | 
come from surface traffic. If the public © 
authorities are going to provide park- © 
ing garages, bus terminals, and other 
partial and ineffective solutions to the 
congestion problem, why shouldn’t they | 
provide railway facilities 


movement also, so all of the public 
Electric cars on an exclusive right- ~ 


for mass 
can be served at less over-all expense? 


of-way are much cheaper to maintain 
and operate than buses (see footnote 6) 
and are much more acceptable to the © 
public, provided they can be routed 
through areas of high traffic potential. — 
Since so many people have developed 
the erroneous idea that passenger rail- 
ways are passé, we might better refer to 
them as rapid transit, high-speed lines, 
or subways, or use some other modern 
appellation that will be in keeping with 
the times. There is no basic technical 
difference between a street car, a sub- 
way car, or an electric railroad coach. 
All are basically the same thing, and 
within clearance limitations they are 
interchangeable. 

In frequent-stop downtown service, 
exclusive rail right-of-way permits local 
speeds of 20 miles per hour, compared 
with five miles per hour for transit on — 
the street.’ By limiting stops, Cleveland 

“A study by the American Transit Asso- 
ciation released in June, 1955, reported the 
five-mile-per-hour speed in city after city. 
On a 24-hour average, including suburban 
areas, the average is only 10% miles per 
hour. Express buses seldom exceed an aver- 


age of 14 miles per hour over-all, including 
downtown and expressway operations. 
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has approached an average of 30 miles 
per hour, including the downtown stop. 
These uncongested services attract pas- 
sengers. People park their automobiles 
in large numbers and ride, saving both 
their own money and the government’s. 
The additional volume reduces the unit 
cost of transit service for everyone, just 
as the higher speed greatly reduces cost. 

The key to our high standard of liv- 
ing has been increased productivity. 


‘The reason for the plight of the transit 


rider (and the transit company) has 
been reduced productivity. A big bus 
today can reasonably carry 64 passen- 
gers humanely, but at five miles per 
hour in the central city, this amounts 
to only 320 passenger-miles per em- 
ployee hour. With the same space per 
passenger, a modern street car can 
carry 88 persons, and on a private 
right-of-way through downtown, can 
produce 1,760 passenger-miles per hour 
—more than five times the produc- 
tivity of the surface bus. By utilizing 
railroad-sized electric cars otherwise 
identical with street cars, productivity 
can be boosted to 4,000 or more pas- 
senger-miles- per employee hour. The 
transit industry bewails its abnormally 


high labor cost. Only increased produc- 


tivity can reduce labor costs, and only 
rail service can sufficiently boost pro- 
ductivity. From the transit rider’s point 
of view, only faster, smoother, more 
regular travel on wider, more com- 


fortable seats will improve his trip so 


he can spend his travel time reading. 
Here again, only rail service can pro- 
vide what is needed at reasonable cost. 

It may be argued that buses on 
special reserved lanes of pavement 
would be a simpler and more flexible 
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solution to the congestion problem. 
Such thoughts in large cities are often 
unrealistic. Reserved pavement lanes 
still face blockades at cross streets, 
traffic signals, and crosswalks, and ex- 
perience more frequent accidents. Buses 
on limited access highways cannot be 
reached by the pedestrians who are the 
bus riders, and such highways do not 
belong in the business districts, but 
them. Buses 
in unventilated tunnels 


cannot 
be- 
cause of the toxic exhaust, and they 


rather around 
operate 


cannot run in trains if the volume of 
patronage grows beyond 
capacity. They are limited to a maxi- 
mum economic volume of 2,500 per- 
sons per peak hour, even where all of 
the other objections are overcome. 
The student of the congestion prob- 
lem must grasp the immensity of the 
volumes involved. (See chart.) One 
lane of local street can carry only 750 
persons per hour in automobiles of 
average occupancy, if left turns are 
prohibited at busy corners. A lane of 
express superhighway can carry 2,250 
persons in automobiles during the same 
hour, but these people cannot stop to 
shop. When the expressway vehicles 
slow down to circle the block looking 
for a parking meter or their pickup, 
they need three times the roadway they 
needed on the expressway. In either 
case, it is not possible to keep traffic 
moving at such high efficiency, because 
breakdowns, lost drivers, illegal park- 
ers, and weather conditions all cut 
down on the capacity rather severely. 
Against these small load capacities 
must be contrasted the fact that about 
8 percent of the total area population 
must leave the central city in one hour. 


single-unit 
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Capacity of Various Physical Facilities to Move People 


AUTOMOBILES ON ONE f 
LANE OF STREET 


AUTOMOBILES ON TWO 
LANES OF STREET 


AUTOMOBILES ON ONE P77 
LANE OF EXPRESSWAY Z 


CANES OF Expresswat (/Z 
LARGE BUSES ON Ui) 
WM 


SURFACE STREETS * 


MODERN STREET CARS 
ON SURFACE STREETS * 


OFF-STREET RAILWAY GLELELELEZ 


10,000 


20,000 30,000 40,000 


NUMBER PER HOUR 


* For buses, it is uneconomical to move more than 2,500 persons per hour. For street cars, — 


it is uneconomical to move fewer than that number. 


A city of 500,000 population must be 
able to transport smoothly on rainy 
days as well as on dry ones 40,000 per- 
sons per peak hour one way. In To- 
ronto, today a city of 667,000 in the 
inner area and 1,100,000 in the entire 
metropolitan area, a single new rail 
track under downtown is moving 
30,000 people in the peak hour, and 
countless thousands more are on the 
surface in street cars and automobiles. 
It would take 14 lanes of superhighway 
to do the subway job with automobiles, 
if there were any downtown left to 
commute to after such a highway with 
its complex interchanges had _ been 
built. Nearly 18,000 parking spaces 
would be required, precluding the con- 
struction of the many new commercial 
buildings that have resulted from sub- 
way service. These new buildings did 
not result from surface transit, which is 
too slow and expensive to appeal to 


- 


and the downtown would 
not be economically possible if every-_ 
one tried to drive. . 
Although most students of the prob- 
lem would agree that railway facilities 
can move more people faster and 
cheaper, it may be argued that people 
will not patronize them. To be sure, 
the records prove that people have quit 
riding surface transit in droves, but 
good rail service has been able to 
counter the trend to inefficient auto- 
mobile commuting, and often the auto- 
mobiles are used to feed rail transit at 
park-and-ride lots. Some rail commuter 
lines carry more riders now than during 
gasoline rationing. Where rail service 
has shriveled up, the reason has usually 
been double fares for riders needing to 
transfer, subsidized competition, eco- 
nomically unsuitable equipment, or 
punitive public policies with respect to 
competition or taxes. The most modern 


motorists, 


surface bus system in the United States 
today is the Twin City Rapid Transit 
Jompany in Minnesota, yet since its 
ecent installation it has lost riders on 
a per capita basis faster than any other 
ity on record except Portland, Oregon. 
Portland is also a recent conversion to 
all-bus operation, except for some 
uburban electric railway service that 
as not experienced anywhere near the 
loss of riders the buses have, even 
though the rolling stock is obsolete. 

By contrast, Toronto, with 90 per- 
cent of its riders carried on rail cars, 
still enjoys the same volume of patron- 
age that prevailed during the war,® 
whereas the decline in the Twin Cities 
and Portland has been 65 _ percent 
{after adjustment for population 
changes). In Shaker Heights, a wealthy 
Cleveland suburb, the high-speed street 
ears have also preserved their war-swol- 
len volume of business, and at the same 
time they have promoted an intensive 
and attractive development of the com- 
munity. Several other commuter rail- 
roads have experienced increased traf- 
fic during the past ten years, while 
parallel bus service has dwindled away.° 


*In 1944, the last war year, Toronto 
reported 293,799,833 fares. This increased 
each year thereafter to 313,764,372 in 1949 
(with one exception) and dropped only 3 
percent until a strike hit in 1952. Following 
the strike, the subway was completed and 
fares jumped to 320,249,800, notwithstand- 
ing the fact that the inner fare zone was 
enlarged, eliminating many second fare pay- 
ments. The purchase of 125 suburban buses 
in July, 1954, will have slight effect, for the 
difference in zones prior to their purchase 
and the effect of rapid transit compensate 
for the change in bus service. 

* Railroads showing increases include Chi- 
cago and North Western, Chicago, Burling- 
ton and Quincy, Southern Pacific, New York 
Central, and Long Island. 


THE URBAN TRAFFIC PROBLEM 


Such seem to be the facts. What can 
be done with these facts to solve the 
congestion problem? 


(1) Public money spent on transpor- 
tation facilities must be fairly allocated 
among the various forms of transporta- 
tion in proportion to the public use 
made of them. Where 75 percent of the 
central business district depends upon 
transit, 75 percent of the urban aid- 
to-transportation funds should be spent 
on transit. Transit riders are taxpayers 
just as definitely as anyone else, and in 
addition there is just as much general 
welfare value in good transit as there 
is in airports and highways. 

(2) Where urban highway conges- 
tion is causing economic loss, traffic- 
free railways must be built to serve the 
people who wish to enter the central 
city without being caught in its con- 
gestion. Oftentimes, existing railroads 
can perform some of the necessary 
services if they are given an equitable 
economic climate to justify their invest- 
ment in the proper efficient equipment. 

(3) Public transportation must be a 
completely integrated, attractive service 
so that it may compete with the private 
automobile and thus cut down on con- 
gestion. The integration must apply to 
fares, so that a double payment will 
not be necessary for the use of the 
fastest route. Bus lines must feed rail 
lines, even where the ownership is di- 
vided, and schedules must be coordi- 
nated. 

(4) The productivity of transit em- 
ployees and transit vehicles must be 
greatly improved. 

(5) Planners must remember that 
more than half the population is not 


able to drive automobiles, and must 
therefore have public transit available 
from time to time when they need it. 
The rest of the population must also 
be attracted to transit frequently if 
transit is to have the volume so neces- 
sary to permit a high standard of serv- 
ice. A man with an automobile can 
always park and ride transit, but a 
transit rider cannot use a highway 
without transit. 


(6) Even where cities are short of 
funds, they should levy no taxes on 
transit riders that are not levied on 
competing automobiles. Unjust discrim- 
ination has no justifiable place in our 
local transport scheme. 


(7) It must be recognized that the 
Federal ruled out 
private capital (unless it is tax exempt 
as in turnpikes) as a solution to the 
transit and traffic problem. Are not rail 
transit riders entitled to the same tax 
treatment that motorists on turnpikes 
receive? In some states, even munici- 
pally owned railways are subject to full 
local taxation while competing high- 
ways moving far fewer people lane-for- 
lane are tax-free. So long as highways 


income tax has 
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are a municipal function with munici- 
pal privileges, rapid transit must be | 
also. | 
(8) Existing railroads can be a most 
important part of local rapid transit 
planning and development. They have 
all of the necessary physical facilities 
and lack only the financial incentive. | 


(9) To achieve the real advantages | 
of private initiative and management | 
which have been traditional in this free | 
nation but which are excluded from 
the rapid transit field by public taxi 
policies, the publicly constructed transit 
facilities should be leased to carefully 
regulated private operators. This tech- 
nique has been very successful in pro- 
moting airport development and is now 
in use to permit rapid transit operation — 
in Newark and Philadelphia. Before 
outright government operation over-— 
took New York, Boston, and Chicago, 
these cities also leased publicly con-— 
structed railways to private companies. — 
Had they not done this, they would 
have long since strangled on their own 
commerce because of the otherwise un- 
avoidable congestion. Other cities must 
follow the same course. 


MONG the major field crops which 
orm the basis of our nation’s agricul- 
tural economy, the soybean is an out- 
standing newcomer. Today, the United 
States is the world’s largest producer 
of soybeans; in 1952,1 production was 
more than 44 percent of the world 
total.* By comparison, China, in second 
place, contributed 30 percent, Man- 
churia 19 percent, and Japan only 3 
percent. In the same year, soybeans 
harvested for beans ranked sixth by 
acreage, just below cotton, in the list 
of crops in the United States.* 

_ The position of soybeans as an im- 
portant crop in our nation’s agriculture 
has only recently come about; a quar- 
ter of a century ago, soybeans occupied 
a very minor place in agriculture and 
United States production was less than 
2 percent of the world total. Here, 
then, is a striking fact: in approxi- 
mately a 25-year period the United 
States has multiplied its soybean pro- 
duction more than 42 times. No other 
major crop has approached this rate 
of increase either in production or in 


* At the time of writing in 1955, certain 
county data were available only through 
1952; hence, for comparability, 1952 was 
chosen to represent current conditions, even 
though more recent data are available in 
some cases. 

* Production percentages from data in 
American Soybean Association, Soybean 
Bluebook, and United States Department of 
Agriculture estimates in Floyd Barnhart, 
Soybeans (Caruthersville, Mo., 1954). 

® United States Department of Agricul- 
ture, Crop Production, Annual Summary 
(December, 1953). 
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acreage devoted to it. Regarding this 
unprecedented increase, two questions 
offer themselves: Where did it take 
place, and what accounts for it? The 
first question is an elementary one 
answerable in almost any desired de- 
gree of detail by consulting appropriate 
tables of statistics. A generalized an- 
swer is given in the paragraph which 
follows. The second question involves 
more complicated investigation of eco- 
nomic relationships. The primary pur- 
pose of this article is to suggest answers 
to this second question, and to do so 
by rather detailed analysis of the his- 
tory of soybean development within a 
small area in the heart of the soybean- 
producing region. 

The overwhelming preponderance of 
United States production of soybeans 
comes from Midwestern states. Six 
states — Illinois, Indiana, Iowa, Mis- 
souri, Minnesota, and Ohio — together 
produced, in 1952, 82 percent of the 
national total, while Lllinois alone con- 
tributed its usual lion’s share (almost 
30 percent).* Not only is Illinois con- 
sistently the outstanding leader among 
the states, it also contains most of the 
highest-producing counties. These fall, 
for the most part, within that part of 
east central [Illinois the 
“Grand Prairie” or “‘cash-grain” re- 
gion. Outstanding among this group of 
counties is Champaign County, which 


known as 


*United States Department of Agricul- 
ture, Crop Production, Annual Summary 


(December, 1953). 
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for many years has produced more soy- 
beans than any other county in the 
nation. In 1952, Champaign County 
harvested 125,200 acres of soybeans, 
with a total yield of over 3.5 miilion 
bushels. There were only two other 
counties in the nation which produced 
more than 3 million bushels in 1952, 
and one of these is also in the cash- 
grain region of east central Illinois. 
Because of its leadership in production, 
its location within the core of the na- 
tion’s soybean-producing region, and 
other typical characteristics, Cham- 
paign County was considered the most 
appropriate locale for a detailed inves- 
tigation. Indeed, the Experiment Sta- 
tion and the College of Agriculture of 
the University of Illinois at Cham- 
paign-Urbana have been perhaps the 
most important sources of new varieties, 
cultural practices, and other improve- 
ments in soybean production which 
have made possible the tremendous 
advances already noted. 


Early History 


The soybean has an ancient Oriental 
history, having been cultivated in 
China for at least 5,000 years. Charles 
V. Piper and William J. Morse (both 
pioneers in soybean development in this 
country) state that the first mention of 
the soybean in America was in 1804 by 
Mease, who encouraged its culture in 
Pennsylvania.° In the years since 1804 
many introductions from the Orient 
and from Europe are mentioned, and 
soybeans were planted experimentally 

°C. V. Piper and W. J. Morse, The Soy- 


bean (New York: McGraw-Hill Book 
Company, 1923), p. 39. 


in almost every type of environment in | 
the country. | 

Commercial production of soybeans | 
first began in North Carolina and other 
southeastern states. As adaptable va- | 
rieties were introduced, soybeans spread 
into the Midwest. It should be pointed | 
out that the soybean in its early de-— 
velopment, especially in the south-~ 
eastern United States, was considered | 
primarily as a hay and forage crop. 
But the growing of soybeans to be ~ 
harvested for beans is a development, 
largely of the Midwest, and especially” 
of the Grand Prairie region of Illinois. _ 
Soybeans are still grown for forage and © 
hay in some parts of Illinois, but plant- 
ing for this purpose early declined to 
an insignificant proportion in Cham- 
paign County. 


Acreage Increases 


It is noteworthy that, though 150 — 
years have elapsed since the first re- 
corded mention of the soybean in this 
country, its commercial development as_ 
a grain in Champaign County has 
taken place almost entirely within the 
last twenty-five years (Chart 1). Dur- | 
ing the 14-year period from 1929 to 
1943, in a remarkable climb, soybeans 
greatly surpassed every other crop ex- 
cept corn in acreage, and in 1942 
acreage in soybeans harvested for beans 
was very nearly equal to that in corn. 
There has been no significant increase 
in land under cultivation in the county 
for many years, hence this tremendous 
increase in soybean acreage came at 
the expense of other crops formerly 
occupying the land. Chart 1 reveals at 
a glance that the principal crops which 
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sre displaced are corn and oats. Since 
43 there has. been a distinct, but less 
ute, reversal of this trend — corn and 
ts have again increased while soy- 
ans have decreased proportionately. 
Any new crop which makes its en- 
mce into a farming system in so 
dden a manner must present qualities 
experience changes that give it an 
usual competitive advantage. The 
asons for the increase in the com- 
titive advantage of soybeans can be 
yuped under three headings: (1) in- 
‘ased return in dollars per acre to be 
d from soybeans; (2) decline in 
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Chart 1. Acreages in Five Principal Crops, Champaign County, 1925-52 
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acreage of competing crops — espe- 
cially corn and oats; and (3) addi- 
tional advantages or supposed advan- 
tages of the soybean itself. 


Return per Acre 


The increase in return per acre 
(Chart 2) has been by far the most 
important factor in increasing the com- 
petitive advantage of soybeans in 
Champaign County. Since the depres- 
sion years, soybeans have advanced 
rather steadily to the fore as the crop 
which affords the second highest re- 
turn, exceeded only by corn. This 
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Chart 2. Average Return per Acre for Three Principal Crops, 
Champaign County, 1925-52 
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graph speaks for itself — naturally the 
wise farmer is going to apportion his 
acres to the various crops as nearly as 
he can in proportion to the return 
to be expected from each. 

More specifically, given his produc- 
tion costs, the average farmer probably 
bases his acreage apportionments on 
trends in price and “hopes for a good 
yield.” Hence, a look at the factors 
which make up gross return, namely 
yield and price, may afford a more 
accurate insight into what has stimu- 
lated farmers to plant more or less of 
each crop. 

In seeking reasons for the increase 
or decline of a crop, there are two 
important things in regard to yields 
(Chart 3). The first thing to consider 
is whether the crop has shown a long- 
term increase or decrease in yield; the 


second is whether the crop is a depen 
able, consistent yielder or is unp 
dictable. As seen in Chart 3, soybea 
have varied slightly about a mean yielk 
between 20 and 25 bushels during m 
of the period considered. There ha 
been two periods of significant, perma 
nent increase in bean yield — the lat 
1920’s and the late 1940’s. The firs 
increase came mostly from more eff 
cient harvesting resulting from the us 
of combines, which eliminated muc 
former waste.° The later increase ref 
resents principally the results of varieti 
improvements. 


*This has been verified by Dr. J. ( 
Hackleman, who for many years has bee 
a participating witness in practically eve: 
phase of soybean development. See also Emr 
W. Lehmann and I. P. Blauser, Combin 
In Illinois, Circular No. 316, University — 
Illinois, Agricultural Experiment Statio 
Urbana, Illinois, May, 1927. 
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orn, too, has shown an over-all in- 
fase in yield, but has been more 
atic than soybeans. Oats have been 
‘n more erratic in yield and show 
*y little over-all increase. Soybeans 
er dependable yielding qualities 
sable of significant increase — quali- 
much more attractive to the farmer 
im the less predictable oats. 

The rapid increase in return per acre 
| soybeans shown in Chart 2 is obvi- 
sly due only in small part to yield 
reases. Most of the increase in re- 
n is a result of price increases. Prices 
all three major crops have increased 
siderably during this period, but 
ich more rapid advances were made 
soybeans than in the competing 
ps. The story of soybean develop- 
nt in Champaign County resolves 
If quite largely into a consideration 
soybean prices. 

Phere are three general reasons why 
ces might have increased: (1) arti- 
al support by government, (2) risc 
the general price level, or (3) in- 
ased demand. 
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Chart 3. Average Yields of Three Principal Crops, Champaign County, 1925-52 
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The first reason, government sup- 
port, proves not to have been a de- 
termining factor, since the price of 
soybeans has never fallen to the sup- 
port price level for a significant length 
of time. It is probable that the support 
program has had a psychological effect 
in giving the farmer confidence that he 
would not lose by expanding his soy- 
bean acreage, but this is not a meas- 
urable factor. 

It is equally difficult to measure just 
how much of the increase in price of 
soybeans is a result of the rise in gen- 
eral price level over the years. How- 
there little doubt that 
soybean prices would show a much 


ever, seems 
sharper rate of increase than would 
any general index of prices. 

Certainly, this sharper rate of in- 
crease is owing chiefly to increased 
demand for soybeans. 
in prices of corn, oats, and soybeans, 
1936 and 1947, were years of very low 
yield in all crops. These temporary 
peaks merely interrupt a more gradual 
upward trend in prices throughout 


Two peak years 
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most of the period. The sharp rise in 
price of soybeans from 1940 to 1941 
is more significant because it was a 
permanent increase and was not fully 
shared by the competing crops. This 
increase, of course, was due to war- 
time demands for vegetable oils, foreign 
sources of which were suddenly cur- 
tailed. The continued upward trend 
since the war has come largely as a 
result of the multiplicity of new uses 
for oil and other products developed 
during and since the war. Rapid as the 
increase in production of soybeans has 
been, it has not been sufficient to 
satisfy demand for any significant 
length of time. 

Demand for soybeans is principally 
of three kinds: demand for meal (used 
mostly for feeds), demand for oil (now 
principally as an edible oil), and de- 
mand for seed for annual replanting. 
During the very early years the demand 
for seed to plant the expanding acre- 
age was so great that not enough sur- 
plus was available for crushing. But 
as the acreage continued to expand, 
there was a simultaneous increase in 
the proportion that was harvested for 
beans. 

Gradually, as supplies increased, de- 
mand for seed for planting did not 
consume the entire production, and 
surpluses accumulated. Writing in 
1929, Jay C. Hackleman stated that 
“As early as 1922, surplus soybean seed 
began to become a problem. . .? 
Meanwhile, progress in industrial po- 
tentialities for soybeans promised an 


‘J. C. Hackleman, Annual Report, Di- 
vision of Farm Crops Extension, Department 
of Agronomy, University of Illinois, Urbana, 
Illinois, 1929. 


ing. Processors had previously beer 
reluctant to buy large quantities 0} 
soybeans because of prejudices stem) 
ming from the poor quality of imported 
soybean oil. According to Burlison, “TI, 
was not until 1929 that the absorption 
by soybean crushing mills began to b 
a potent factor in influencing produe 
tion of the crop. Since 1929 the numbe 
rapidly.”’® 4 
Although Burlison is writing here t 
reference to the over-all situation in th 
United States, the statement hold 
equally well for Champaign Coun 
The first time that Champaign Count 
farmers were offered a real market fe 
soybeans for crushing was in 1928. T] 
offer grew out of suggestions from 
members of the College of Agriculture 
University of Illinois, regarding pos 
sible commercial uses for soybeans 
Developments which lead to this off 
are described by Hackleman: 


Owing to the increasing production 
soybeans in Illinois and the consequel 
flooding of the seed market, many farn 
ers have been confronted with a glutte 
market and low prices at harvest tim 
Realizing the feeding value of the soybea 
and its known value for use in mixeé 
feeds, a conference was held in Septembe 
1927 [attended by representatives of t 
University and a milling company]. —_ 
was suggested at this conference that $1. 
to $1.50 per bushel was somewhere n 
the cost of production on most farms, a 
that unless farmers obtained a price cl 
to these figures, they would not continue 1 
produce soybeans. 
In April, 1928, another conference w: 


*W. L. Burlison, The Soybean — A Plat 
Immigrant Makes Good, Circular No. 46 
University of Illinois, Agricultural Expei 
ment Station, Urbana, Illinois, 1936, p.- 


lled in Peoria, to consider the question 
| purchasing commercial soybeans. — As 
result of these conferences, the contract- 
g companies offered $1.35 per bushel for 
million bushels of soybeans, delivered 
her at Peoria or Bloomington, Illinois. 


Since that time, technical improve- 
ents in extraction and milling proc- 
ses have increased the quantity and 
ality of oil from a bushel of beans, 
d thus have increased the total value 
products. A steady expansion in 
riety and volume of uses for the 
oducts, especially oil, has also served 
‘expand the market for beans. The 
ar 1935 marks a special point in this 
nd. It was in this year that soybean 
1 assumed an important position as a 
d oil,*® a position it has maintained 
id improved ever since. 

|As Burlison has pointed out, 1929 
‘arks the beginning of a new phase in 
ybean history —the phase of com- 
ercial development in which de- 
land for oil and meal became the 
“termining factor in soybean prices. 
mce soybeans compete with other 
urces of oils and high protein feeds 
ch as cottonseed and linseed, the de- 
and for soybeans is largely influenced 
y production from these competing 
E.. Grove points out that a com- 
mation of shortages of these com- 
“ting crops, and droughts, resulting in 
creased demand for livestock feed, 
‘eated a sudden strong demand for 


°J. C. Hackleman, Annual Report, Di- 
sion of Farm Crops Extension, Department 
Agronomy, University of Illinois, Urbana, 
linois, 1928. 

Ernest W. Grove, Soybeans in the 
nited States — Recent Trends and Present 
sonomic Status, United States Depart- 
ent of Agriculture, Technical Bulletin No. 
4, Washington, 1938, graph, p. 13. 
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soybeans in the years 1935-37.1! That 
this situation served to stimulate pro- 
duction in Champaign County is borne 
out by the tremendous increase in 
acreage for this period over previous 
periods. The combination of circum- 
stances described by Grove resulted in 
short total supplies of all food oils and 
high protein meal for feed. This had 
the effect of forcing processors to 
ignore past prejudices and accept the 
soybean as an important source of these 
products. Thus, the circumstances in 
1935 served to speed up the process of 
development of the soybean as a grain, 
which had its real beginning about 
LO 29. 


Decline of Competing Crops 


The second reason suggested for the 
increase in the competitive position of 
soybeans in Champaign County is the 
decrease in acreage of the locally com- 
peting crops, corn and oats. 

Corn is still the most profitable crop 
the farmer can plant. Doubtless, were 
it not for governmental control pro- 
grams and the necessity for rotation of 
crops, most farmers would plant as 
much corn as they could possibly cul- 
tivate, and acreages in soybeans and 
oats would drop proportionately. There 
has probably not been a direct compe- 
tition between soybeans and 
Rather, there have been external re- 
strictions on corn, while soybeans, offer- 


corn. 


ing the second best return, have 
suffered no. restrictions and were 
simply substituted in acreages that 


were freed from corn. 
Oats, on the other hand, have suf- 


1B. W. Grove, op. cit., p. 24. 
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fered a loss in demand owing to re- 
placement of animal power by tractor 
power. This decline in demand is re- 
flected in the lag in price which, in 
turn, resulted in a minimal increase 
in return per acre. The opinion has 
often been expressed that, were it not 
for the decline in demand for oats, 
the soybean would never have attained 
a great importance in the agriculture 
of the county. While this may be a 
slight exaggeration, it is surely true that 
the decline in oats acreage created a 
potential vacancy in the farming’ sys- 
tem which was readily filled by soy- 
beans. 


Other Advantages 


There are at least three additional 
reasons for the growth in popularity of 
the soybean in this county, none of 
which had a direct relationship with 
either return per acre or decline in 
crops. These three 
(1) adaptability of soybeans to the 
farming system, (2) versatility of the 
crop, and (3) value as a soil-builder — 
supposed or real. 

The soybean was “made-to-order” 
for the farming system in Champaign 
County. It fits very well into rotations 
and can be cultivated with machinery 
already in use*for other crops. The 
grain combine, which solved a former 
problem in harvesting, had attained an 
important position by the time of the 
first big increase in processing of soy- 
beans for oil. 

Soybeans are a “safe” crop to plant, 
by virtue of the many uses to which 
they can be put. Of course, the most 
valuable use is as a source of oil and 
meal. But there is also considerable 


competing are 


cash value in soybean hay, which may) 
be fed to livestock. When plowed) 
under, the crop is a good source 
nitrogenous green manure. 

However, there are definite limita-’ 
tions to the value of soybeans as % 
soil-builder. Hackleman, Sears, and 
Burlison explained as early as 1928 that 
soybeans remove more soil nutrients, 
including nitrogen, than they replace 
when the entire crop above ground is 
cleared away.** They indicated that the 
only way in which soybeans could 
serve to increase soil nitrogen would be) 
as green manure when plowed under. 
Hence, the usefulness of the crop for 
soil building probably has not con- 
tributed greatly to its ir 
popularity. 


increase 


Conclusion 


Although not all of the above factors| 
are operative in all areas where soy- 
beans are grown, they appear to be the 
most important influences affecting the 
core of the soybean-producing regio 1. 
The cash-grain region of east central 
Illinois is a large and homogencous 
farming area, operating much as a unit, 
and differing only slightly from other 
large areas of the Midwest where soy- 
beans have had a similar development. 
Champaign County is, in many ways, 
the very heart of this cash-grain region 
especially as regards soybean produc 
tion since it is the county which con- 
sistently produces more soybeans than 
any other in the nation. Thus, the 


“J. C. Hackleman, O. H. Sears, and V 
L. Burlison, Soybean Production in Illé 
nots, Bulletin No. 310, University of Ili 
nois, Agricultural Experiment Station, 
Urbana, Illinois, June, 1928, p. 475. 


istory of soybean development in 
hampaign County is, in large degree, 
e history of this development on a 
tional scale. 
The grand period of growth in soy- 
an production began in the mid- 
30’s. In Champaign County, the rate 
increase was more rapid than 
€ national average and production 
ached its peak in the mid-1940’s. 
ightly less rapid advances in the na- 
n as a whole, coupled with recent 
reage expansions in “fringe” areas, 
sulted in peak production for the 
tion in 1950. Since the periods of 
aximum production, there has been 
very slight decrease followed by a 
veling-off of production, both locally 
ad nationally. What the future trend 
soybean production will be will de- 
end on a variety of influences. Prin- 
pal among these, of course, will be 
and — mostly for domestic uses, 
ut increasingly influenced by exports 
_ soybean products. Lessening of our 
artime needs for vegetable oils has 
srmitted a larger proportion of do- 
estic production to find its way into 
port channels. During the period 
hen United States production was 
creasing most rapidly, total produc- 
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tion from the remainder of the world 
was falling off. This, of course, resulted 
partly from the substitution of domestic 
production for imports in the growing 
United States market, but also partly 
from the fact that American producers 
were making inroads into foreign mar- 
kets formerly supplied by other pro- 
ducers. That the United States will be 
able to maintain and improve its posi- 
tion in the world market seems quite 
likely, since, as in the case of rice and 
some other products, unit cost of pro- 
duction and export is often lower 
under the mechanized system in the 
United States than with less efficient 
methods elsewhere in the world. 

It is reasonable to expect some fur- 
ther expansion in domestic demand, as 
technological research reveals an ever 
greater variety of uses for soybean 
products. Consumption in present ma- 
jor uses probably has reached at least 
a temporary balance with other sources 
of edible oils and high-protein feed 
concentrates. In the future, in response 
principally to foreign demand and to 
demand for new uses, a gradual expan- 
sion of acreage and production of soy- 
beans seems likely. 


ol 


ze Great Inflation, 1939-1951. By 
A. J. Brown (London: Oxford 
University Press, 1955, pp. vii, 321. 
$4.80) 


Those who anticipate a repetition 
the Great Depression of the thirties 
ve gradually become fewer in num- 
r. But the alternative to the onset of 
ious depression is probably secular 
flation. If this is so, and it seems to 
>, Increasing attention to the nature 
d consequences of inflation is called 
r. For this reason, A. J. Brown’s lucid 
udy is a valuable one, and should be 
igh on the list of reading for econ- 
nists. 

The particular value of this book 
that its analysis is carefully wedded 
) the institutional realities of the pe- 
od under scrutiny. Consequently, one 
enabled not only to understand the 
rocess of inflation characterizing 
te years since 1939, but also to foresee 
1e rough outlines of the years to come. 
rown’s focus is the world economy. 
he modern world economy and its 
ember national economies must be 
aalyzed in the terms of political econ- 
ny, not, as has so frequently been the 
se in the last several decades, in 
rms of neo-classical assumptions. 
Brown utilizes the notion of “two 
onomies” — one in which prices are 
rgely flexible, the other in which 
‘ices (of finished goods and of the 
ctors of production) are sticky, 1e., 
anaged, bound by contract, deter- 
ined more on the supply than on the 
mand side. The world in which we 
fe more closely approximates the 
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latter “economy” than the former, ex- 
cept for (and even this is less true as 
time passes) primary commodities. 

Brown attributes the sustained infla- 
tion of the period 1939-51 to three 
basic factors: war and reconstruction, 
the speculative excesses attending the 
outbreak of war in 1939-40 and again 
in Korea, and “the bias in most econ- 
omies toward inflation, in all times of 
fairly full employment, of factor prices 
and prices of finished goods which are 
based upon them.” The last is the most 
important for present purposes, since 
war in the future is either improbable 
or its probability would in any event 
strengthen the tendency toward infla- 
tion. 

The “bias in most economies toward 
inflation” is one which Brown takes as 
an outgrowth of twentieth century in- 
dustrial economies, in which the com- 
bination of private power and controls 
and governmental policies 
(1) price declines symmetrical with 


prevents 


previous price increases, and (2) major 
periods of unemployment (or, as con- 
cerns the latter, so it is widely as- 
sumed). The general absence of infla- 
tion in the late nineteenth century, in 
a context of rapid growth, and between 
the two world wars, was attributable 
not only to increasing productivity but 
to periodic, severe depressions. In the 
present situation, productivity increases 
are decreasingly mirrored in falling 
prices, and current national economies 
announce their readiness to take the 
steps necessary to forestall serious de- 


[ 63 | 


CURRENT ECONOMIC COMMENT 


pressions — in effect, to guarantee full 
or near-full employment. 

What difference does it make? Pre- 
cisely this: that just as modern govern- 
ments are politically forced to prevent 
depression, it is also true that modern 
economies must and do take steps to 
prevent serious inflation from develop- 
ing. Whether the “objective conditions” 
requisite to bring about serious depres- 
sion or inflation exist is not the point. 
Policies will be put into practice, in 
both cases, to prevent their onset— just 
as though the objective conditions did 
exist. And these steps, in the case of 
inflation, are limited in number and 
serious in implication. They would 
seem to be: (1) the stabilization and/ 
or subsidization of world-wide com- 
modity prices; (2) national wage-de- 
termination machinery; (3) this in 
turn implying an increasing tendency 
toward comprehensive price and wage, 
and probably other, controls. The re- 
sulting situation, as those who even 
faintly recall the recent war economies 
will agree, may well yield statistical 
magnitudes of increasing satisfaction, 
but it will also be one in which political 
issues of profound import will be 
raised. It seems likely that what we 
now Call capitalism is at least ‘strolling 
toward a qualitative transformation. 
What the nature of that transformation 
might be should occupy more of the 
time of the economics profession than 
it has to date, regardless of the pleasure 
or discomfort with which the process 
is viewed. 

The part played by secular inflation 
in this process, if it in fact is to take 
place, will be understood more easily 
by a careful reading of Brown’s dis- 


| 
cussions of what appear to be the 
actual relationships between price-w 
spirals and income distribution and 
between price controls and_ inflatio i} 
the interrelationships between inflation) 
interest rates, liquidity, and expend 
and finally, the internatio 
transmission of inflation. Those whose 
theoretical understanding of these rela 
tionships has neglected the actual ex 
perience of the last fifteen years aret 
likely to be at least surprised by so | 
of Brown’s theoretical conclusions, a: GF 
we all might take heed of the warning 
with which the book closes: “The die 
lemma which the first sustained period 
of full employment in the history 
industrial civilization has 


ture, 


revealec 


seems likely to remain with us for som 


time.” iF 
Douctas F. Dowp 
Cornell University 
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Automobile Workers and the Americat 
Dream. By Ely Chinoy, with an 
introduction by David Riesmar 
(Garden City, New York: Double- 
day and Company, 1955, pp. xx, 
139. $3.00) 

Deep in the heritage of every Ameri- 
can lies the Horatio Alger dream of 
unlimited occupational mobility, the 
belief that every man, no matter how 
humble his birth, can through his own 
efforts rise to the highest positions in 
the land. 

Taking the automotive worker as 
typical of workers generally, how re- 
alistic is this dream? To what extent 
have hard facts forced him to modify 
it? How has he adjusted to lack o} 
opportunity and how has this adjust: 
ment altered his view of life generally: 


hese are the provocative questions 
ised by this modest volume. 
In contrast to some other studies in 
is area, the author’s approach was 
ialitative rather than quantitative. 
€ interviewed intensively 62 more or 
ss randomly selected workers in one 
ttomobile assembly plant for periods 
an hour or more. The primary 
udy was made in 1947-48, but an 
ditional check on the work history 
those interviewed was made in 1951. 
According to the author’s analyses, 
portunities to “get ahead” were per- 
ived as follows: 


1. Even though foremen in automo- 
ve plants are still largely recruited 
rom the ranks (in contrast to many 
ituations where a college degree is now 
equired), the vast majority of workers 
aw no chance of entering manage- 
nent: Vacancies were too few, they 
vere too old, or they did not have the 
equisite abilities. Chances for promo- 
ion above the foreman level or into 
shite collar jobs were considered al- 
dost nil. 

2. Instead they hoped for better jobs 
ithin the hourly rated classifications. 
iven here opportunities were limited. 
killed jobs were reserved almost ex- 
lusively for those who had become 
pprentices in their early twenties. 
mong unskilled workers differences 
etween wage rates were highly com- 
ressed so that the most a man could 
<pect to receive from a lifetime of 
dvancement would be a few pennies 
lore than his fellow workers. However, 
setting ahead” for workers 
leant getting a less tedious job away 
om the assembly line or a job which 


most 
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provided more hours of work each year, 
even if the base rate were the same. 

3. In spite of this realistic appraisal, 
the Horatio Alger myth persisted in 
terms of dreams of some day leaving 
the plant altogether and buying a farm 
or establishing a small business. Yet 
few had taken practical steps toward 
acquiring the money or experience 
necessary to make the break — and 
apparently few ever would. (Interest- 
ingly the author makes no mention of 
small businesses conducted after work. 
In the reviewer’s experience it is not 
unusual for a factory worker to be a 
part owner of a bar, have a taxicab 
service, a small nursery, a gunsmith 
shop, or something of the sort. Possibly 
substantial overtime made this impos- 
sible for auto workers during the 
period studied.) 


4, In a very real sense union activity 
provided a substitute opportunity for 
leadership, creativity, and advance- 
ment for those who were frustrated in 
their desires to enter management. Yet 
the number of full-time paid jobs was 
limited and the unpaid jobs which led 
to these required more time and devo- 
tion than the average worker was will- 
ing to give. 

5. As a consequence many workers 
transferred their dreams to their chil- 
dren and pushed them through school 
so that they could have the opportuni- 
ties denied to their parents. (The au- 
thor could have made more of this.) 


6. Above all, workers saw “getting 
ahead” in terms of security and ma- 
terial possessions. As one worker put 
it, “If you’ve got security, if you’ve got 
something to fall back on, you’re 
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getting ahead.” Success was measured 
in terms not of occupation but of con- 
sumption — getting a bigger car or a 
TV set. (Success of this nature is ob- 
tained more through general wage in- 
creases won by the union than by indi- 
vidual effort.) 


Yet this redefinition of success was 
not easy. Indeed one of the most valu- 
able chapters gives a chronology of 
how typical workers gradually devalu- 
ated their chances of success in the 
light of reality. 

The author’s findings dovetail closely 
with two Yale studies, Reynolds and 
Shister’s Job Horizons and Walker and 
Guest’s The Man on the Assembly 
Line, as well as with the more statistical 
California studies by Lipsett and Ben- 
dix. The Walker and Guest study, for 
instance, points out how machine pac- 
ing and standardization of job details 
robs the assembly line worker of almost 
all forms of pride, satisfaction, or feel- 
ing of accomplishment in his job. Work 
is but a punishment, yet there is little 
chance to escape. Here one is struck 
by Riesman’s commentary on the in- 
creasing importance of leisure time 
activities as a means of obtaining 
meaning and satisfaction from life. 
Obviously, consumption rather than 
production values are coming to take 
central places in our society. 

This is an excellent study and should 
lead to others of the same sort, par- 
ticularly where apparent mobility is 
greater, for instance in the steel indus- 
try where the wage scale is less com- 
pressed or in white collar occupations. 
One wonders, for instance, to what 
extent there may be a selection factor 
operating which channels less ambi- 


dustry and sends others into fields| 
where opportunities for advancem 


| 


tious workers into the automobile iné| 


are greater. Further, as automation in-| 


creases the number of skilled worker 
in our economy, will this change the 
over-all picture? 

GEORGE STRAUSS 
University of Buffalo 


Consumer Behavior: Vol. II, The Life 
Cycle and Consumer Behavior, 
Edited by Lincoln H. Clark (New 
York: New York University Press; 
1955, pp. viii, 125. $5.00) 

Research on consumer behavior has 
made encouraging progress in the last 
few years. The present volume is the 
second in a series sponsored by Con- 
sumer Behavior, Inc., formerly known 
as the Committee for Research on 
Consumer Attitudes and Behavior. The 
volume consists mainly of papers sub- 
mitted to the third conference of this 
organization, which was held in Sep- 
tember, 1954. 

Any such collection of papers. is 
likely to offer great methodological 
diversity, and this volume is no excep- 
tion to the rule. The backgrounds of 
the authors range all the way from 
social anthropology and Gestalt psy- 
chology to marketing and _ statistics 
The insights contributed are important 
even though they do not add up yet te 
a theory of consumer behavior. 

The initial article by David Riesmar 
and Howard Roseborough on “Career: 
and Consumer Behavior” is of specia 
interest. The thesis of the authors, witl 
reference to the American scene, state 
that in childhood and adolescence < 
standard package of consumer satisfac 


as is built into a person’s anticipa- 
s. “What is striking about American 
is that people are prepared for 
es their parents have not played, 
eed, that no one yet has played.” 
€ credit system then helps young 
Its in the rapid accumulation of the 
| package they have learned in gen- 
1 to consider basic. In this process 
re is an increasing homogenization 
possessions among social classes; but 
‘corporations — through their ‘“‘con- 
cuous production” — have come to 
er a special way of life to their 
cutive personnel. This whole trend 
ds toward uniformity along with 
rious types of constraints. Interesting 
mments on this article are supplied 
- Francis X. Sutton and Gregory P. 
one. 
Janet A. Fisher reports on ‘Family 
fe Cycle Analysis in Research on 
onsumer Behavior.” She raises a 
imber of important questions to be 
plored in future research in this field, 
id compares available data from the 
nited States and Great Britain. John 
Lansing and James N. Morgan 
ilize the annual Surveys of Consumer 
mances, conducted by the Survey 
ssearch Center in cooperation with 
e Federal Reserve Board, for a classi- 
ation of turning points in the indi- 
dual life cycle that are of great sig- 
cance for consumer behavior. The 
thors apply their investigation spe- 
ically to expenditures for housing, 
rs, furniture, appliances, and con- 
ictual payments, and reach the gen- 
41 conclusion that the family cycle is 
ated to important variables of eco- 
mic behavior. 
S. G. Barton uses the National Con- 
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sumer Panel of the Market Research 
Corporation to explore buying patterns 
over the life cycle. Burleigh B. Gardner 
writes on “Social Status and Consumer 
Behavior,” and Donald L. Miller on 
“The Life Cycle and the Impact of 
Advertising.” (This reviewer is in- 
trigued by Méiller’s terminology in 
speaking of the necessity to “educate” 
consumers — through advertising — to 
an awareness of certain products and 
brands. ) 

George Katona, director of the Eco- 
nomic Behavior Program of the Sur- 
vey Research Center, summarizes ten 
years of research by that institution on 
consumer behavior by stating that in 
an economy with wide distribution of 
incomes, liquid assets, and credit, con- 
sumer expenditures are not rigidly 
tied to income; that consumer spending 
and its changes are a function of re- 
sources as well as of psychological 
factors; that some consumer expendi- 
tures are contractual and others are 
primarily habitual; and that motives, 
attitudes, and expectations often change 
about the same time and in the same 
direction among large groups of con- 
sumers. He criticizes once more the 
“saturation theory” and points out that 
the level of aspirations may rise even 
faster than the level of satisfactions, 
though “on the whole, the American 
people are satistied.” 

Robert Ferber contributes an exten- 
“Factors Influencing 
based on 


sive study of 
Durable Goods 
research at the University of Illinois 
which used the method of a continuous 
consumer panel. (He is well aware of 
the limitations of this method, which 
is based on periodic reinterviewing of 


Purchases” 
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a number of people.) The findings of 
this study, which are wisely presented 
as hypotheses for further research, are 
the following: Durable goods purchases 
are fairly heavily concentrated, the 
more so for larger-sized purchases. The 
frequency of large durable goods pur- 
chases increases with income level, but 
this is not true for small purchases. 
The frequency of durable goods pur- 
different 
groups varies considerably by type of 


chases by socio - economic 
good. “Impulse” in purchasing durable 
goods is a not uncommon phenomenon, 
especially for minor purchases. The 
relative frequency of credit financing 
of durable goods purchases increases 
with their size. The use of credit varies 
by purchase categories. Planning is 
more concentrated than purchases, but 
is not uniform among _ population 
groups; those groups doing the most 
purchasing are also the ones doing the 
most planning. Items requiring large 
outlays are more likely to be planned 
than small ones. The planning horizon 
lengthens with the size of the purchase, 
varies by type of good, and rises with 
income level. A large proportion of 
purchase plans for durable goods are 
fulfilled rather promptly, but the de- 
gree of fulfillment varies by type of 
good and is influenced by one’s present 
and expected financial position. 
Finally, William H. Whyte, Jr., is 
represented by a reprint of his Fortune 
article on “The Web of Word of 
Mouth.” Whyte finds that “because the 
consumer is participating more in the 
selling of new products, he is asking for 
a share of the markup.” It is the group 
that determines when a luxury becomes 
a necessity; the word of mouth is the 


best guide in keeping in tune with the 
life style of the moment. “These new 
consumers plan the purchase with 
much more care than many marketers 
realize.” 

Obviously a brief review cannot do 
justice to the wealth of suggestions — 
offered in this volume. It marks the | 
continuous advance in recent years 
toward a realistic investigation and 
interpretation of the socio-economic 
role of the consumer in America. The 
emphasis on variations in consumer 
behavior according to the phase of the 
life cycle is very fruitful. It is to be 
hoped that future research and publi- 
cations in this general area will pay 
special attention to the variations in 
cultural setting and value systems as 
they affect consumer behavior. 


ALBERT LAUTERBACH 
Sarah Lawrence College 


Minimum Price Fixing in the Bitumi- 
nous Coal Industry. By Waldo E. 
Fisher and Charles M. James 
(Princeton: Princeton University 
Press, 1955, pp. 523. $10.00) 

The experience of minimum price 
fixing under the Bituminous Coal Act 
of 1937 is presented and analyzed in 
this detailed monograph. A _ large 
amount of material of interest to the 
general economist as well as to the 
specialist is presented on price de- 
termination in the soft coal industry. 
However, as the authors point out in 
the preface, their primary qualification 
for this task is their knowledge of the 
coal industry rather than their com- 
petence in theoretical economics. As a 
result, much of the material is undi- 
gested and repetitious. The bulk of the ~ 


: 


t 
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book is descriptive with most of the 
analysis being confined to an “Ap- 
praisal” (Chapter X), though even 
here there is a great deal of enumera- 
tion and description. 

What was the experience under the 
Coal Act of 1937 and what significant 
conclusions can we draw from this ex- 
perience? When the NIRA was de- 
clared unconstitutional by the Supreme 
Court, the Guffey Coal Act of 1935 
was passed. When it too was declared 
unconstitutional, the Coal Act of 1937 
was enacted and remained in force 
until it was allowed to expire in 1943. 
All of these acts were designed to ac- 
complish essentially the same objective, 
namely, to restore prosperity to the coal 
industry by raising the price of coal. 
The highly competitive coal companies 
had long found it difficult to get to- 
gether and raise prices through private 
agreement so the Federal government 
was to provide machinery and legal 
sanctions for price-fixing arrangements. 
Recommendations for the minimum 
prices to be established in the ten price 
areas created by the Act originated 
with one of 23 district boards. On these 
boards, as on the over-all National 
Bituminous Coal Commission, both the 
operators and the miners were repre- 
sented; consumers’ voices were to be 
heard mainly through an independent 
consumers’ counsel. 

In establishing and coordinating 
minimum prices for all the many vari- 
eties of coal in common consuming 
markets the district boards were given 
directives by the Coal Commission, 
later the Coal Division, of the Depart- 
ment of the Interior, which placed 
great emphasis on the preservation of 
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existing competitive relationships be- 
tween coal companies. The Act had 
stated: “District boards shall, under 
rules and regulations established by the 
Commission, in common 
consuming market areas upon a fair 


coordinate 


competitive basis the minimum prices 

rh (p.494)4 Ae fair “competitive 
basis’ came to be interpreted as a 
status quo relationship though bar- 
gaining and political pressures often 
had a great influence on the final de- 
termined price. This minimum price 
for each district was supposed to be 
related to the weighted average of 
total costs of ascertainable tonnage 
produced in the year 1936 in that dis- 
trict with adjustment made for factors 
changing after that year. Provision was 
also made for setting maximum prices 
but this provision of the Act was never 
used. 

This scheme of price fixing, like all 
such schemes, meant that power was 
given to allocate production, profits, 
employment, and wages. In fact the size 
of these variables increased in the 
ageregate during the six years of the 
Act. Whether this was due purely to 
the administration of the Act is most 
doubtful since these years, with the 
approach and onset of World War II, 
were ones of rising income and employ- 
ment generally. What the Act did do 
was to increase the bargaining power 
of the United Mine Workers of Amer- 
ica, a staunch proponent of the Act, 
since any increase in wages could 
easily be reflected in higher minimum 
prices to the consumer. The Act also 
tended to increase profits for the oper- 
ators and it certainly increased the 
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in the industry. This problem arose 
because the fixing of minimum prices 
tended to provide support for the high- 
cost marginal mines which otherwise 
might have been forced into bank- 
ruptcy. What the Act did not do was 
to allow dynamic forces of change to 
affect prices. Also, the “determined 
costs,” as reached by administrative 
process, were invariably higher than the 
reported costs. For example, deter- 
mined costs were 19 cents a ton higher 
than reported costs in 1940 for the 
entire United States (p. 360). 

Additional problems arising under 
the Act developed from the lack of 
regulation of the prices of the com- 
petitive fuels, oil and gas, and from the 
difficulties of enforcement of estab- 
lished minimum coal prices. At the end 
of 1941, fifteen months after enforce- 
ment machinery had been established, 
1,840 violation cases had been filed 
with the Coal Division (p. 392). How 
many violations were unreported is 
unknown, and the use of the com- 
pliance machinery is generally re- 
garded by the authors as rather ineffec- 
tive. 

One of the important points of 
interest about this study is that the coal 
industry, until recently, was drifting 
once again into the doldrums and there 
was talk once more of the possibility 
of another Coal Act. The authors’ con- 
clusions offer little encouragement con- 
cerning the desirability of repeating 
this attempt to set minimum prices 
administratively. 


Joun A. Cocuran 
University of Illinois 
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Income of The American People. By 
Herman P. Miller (New York: 
John Wiley and Sons, for the Social 
Science Research Council, 1955, pp. 
xvi, 206. $5.50) 

Economic well-being is one of the 
central political issues of our time — 
politicians may be made or broken on 
it. Out of the Great Depression grew 
the conviction that the government 
must, if necessary, use radically new 
measures to maintain a stable national 
income. In this connection there has 


been some concern about the distribu- ° 


tion of the income, and one can safely 
predict that in the future this issue 
will become far sharper. Both political 
parties have accepted personal income 
tax policy, not as a means of balancing 
the Federal budget, but as an essential 
device in obtaining economic stability. 
The use of the device probably will 
require frequent tax changes and every 
change will raise the crucial question, 
“Who is to be favored and by how 
much?” If it is to be dealt with at all 
satisfactorily, information must be had 
about the current income distribution 
among the American people, the 
changes that have taken place in it and 
why. Income of the American People 
represents a good beginning. 

The book is based largely upon the 
1950 Census of Population. In review- 
ing it, a word of caution is necessary. 
The data were gathered by the survey 
method, which results in an under- 
statement of income, and although 
Miller does not commit himself, he 
cites evidence that it may be under- 
stated by as much as 20 percent. 

Miller demonstrates that a significant 
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part of income inequality is statistical 
in nature and results from lumping all 


“income recipients together. Thus it 


arises in part because both men and 
women are included and because em- 
ployed and unemployed are placed in 
the same classification. When these 
categories are segregated, the skewness 
is further reduced. Finally, if “farmers 
and “service 
workers and laborers,’ comprising 26 
percent of the total employed men, are 


and farm managers” 


sorted out we find the remaining 74 
percent tend to be regularly distributed 
around a median income of roughly 
$3,300. Separating the various dis- 
tinguishable subgroups from one an- 
other thus does help in understanding 
income inequality, though substantial 
inequalities remain. 

Geographic location is important and 
it has a number of dimensions. Income 
recipients living in urban areas do con- 
siderably better than rural residents 
and this is true even of the “nonfarm” 
portion of “rural.” The larger the pop- 
ulation of the area, the higher were the 
incomes, ranging from a median in- 
come of $2,354 for all males in small 
communities to $3,078 in urbanized 
areas of three million or more popula- 
tion. Regional differences in income 
are the most conspicuous when the 
South’s median income for men of 
$1,800 is contrasted with $2,700 for the 
rest of the country. 

Miller. largely confirms 
knowledge when he points out the sig- 
nificance of occupation in an explana- 
tion of income inequality. Of interest, 
however, is the additional evidence he 
provides that the ranking of occupa- 
tions according to income was very 


common 


similar in 1949 to what it was ten 
years earlier. 

An examination of the relation be- 
tween age and income provides some 
of the more interesting conclusions. 
Any attempt to isolate the effect of age 
on income must allow for the increas- 
ing formal education in America. 
Older men tend to have less education 
than younger men, and furthermore, 
better educated men tend to have 
higher incomes. Among white male 
elementary school graduates, incomes 
tended to increase somewhat up to age 
35 and then rose slowly to age 50, 
after which they declined. High school 
graduates were similar, but the incomes 
of college graduates rose more rapidly 
to about 35 and then fell faster after 
50. There were, of course, marked dif- 
ferences in levels of peak income 
among the three: for elementary school 
graduates it was $3,000; high school 
graduates, $3,700; college graduates, 
$5,700. 

Family income is for some purposes 
more significant than individual in- 
come. Married men have higher in- 
comes than unmarried men. The 
“working wife” has become increasingly 
common in American life, and it was 
found that wives of lower-income hus- 
bands are more likely to work but that 
when the wives of higher-income hus- 
bands do work their incomes are 
higher than those of the wives of lower- 
income husbands. 

Although the increase in aggregate 
income since the Great Depression is 
common knowledge, it is much less 
clear just who received this increase. 
Miller concludes that although there 
have been changes in the distribution 
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of individual incomes, there was no 
change between 1944 through 1951. 
Going back to an earlier period and 
based on wage or salary income alone, 
there was a shift between 1939 and 
1944. In 1939 the highest 20 percent 
of wage or salary recipients received 49 
percent of the aggregate wage or salary 
income and by 1945 their share had 
declined to 44 percent. 

Family incomes underwent a similar 
experience. Between 1935 and 1944 
the mean family income increased 
about 58 percent when price change 
corrections are made, but between 1944 
and 1950 there was actually a slight 
decrease. As for the distribution of 
family income there was an upward 
shift in the 15-year period between 
1935 and 1950. The greatest gain was 
felt by the next-to-the-lowest one-fifth, 
whose incomes increased 81 percent. 
The lowest one-fifth experienced an 
increase of 78 percent. The gains de- 
creased then toward the highest one- 
fifth, which received only a 34-percent 
increase. these in- 
creases actually took place before the 
end of World War II. 

Finally, we come to some of the 
reasons for the shifts in family income 
distribution. More stable economic con- 
ditions contribute. Also there has been 
an increase in workers per family. 
Twenty-eight percent of the nonfarm 
families had more than one wage 
earner in 1939, but by 1951 this per- 
centage had risen to 35, and as we noted 
earlier, the wives of 


Again, however, 


lower-income 
likely to work. 
Farm families which tend to be on the 
low side of the income scale have fared 
relatively better than nonfarm families. 


families are more 


Although the average dollar income of 
nonfarm families only doubled be- 
tween 1936 and 1947, the average 
farm-operator family quadrupled its in- 
come. The study does bring out the 
important fact that much farm income 
is from nonfarm sources. “In 1950, for 
one-third of the 
farm families received more cash earn- 


example, about 
ings from nonfarm work than from 
farming.” 

A serious omission from the book is 
the effect of the personal income tax. 
Curiously, an analysis of the tax and 
income distribution is contained in a 
source upon which he draws extensively 
for other purposes.* 

Generally Miller’s conclusions are 
supported by his data. When he con- 
cludes, however, on the basis of wage 
or salary income alone that changes in 
the distribution of income occurred be- 
tween 1939 and 1945, a question can 
be raised. Wage or salary income rep- 
resents in general only three-fourths 
of total income. In addition, he cites 
a difference of 5.4 percentage points in 
spite of the fact that, using the same 
data, among the years after 1945 there 
were differences as great as 2.4 per- 
centage points, a period about which 
he had concluded earlier there was no 
change. He appears to have been an- 
ticipating the more convincing evidence 
presented later. 

The underreporting of income, if it 
is of the nature of 20 percent, could 
seriously affect the validity of the con- 
clusions. Miller does not duck the issue 


*Selma Goldsmith and others, “Size Dis- 
tribution of Income Since the Mid-Thirties,” 
Review of Economics and Statistics, Vol. 
XXXVI (1954), pp. 1-32. 
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nor does he pass it off, as is sometimes 
done, by stating that it does not affect 
relative data as seriously as it does the 
absolute data, which may or may not 
be true, depending upon the nature of 
the bias. 

Three useful appendixes add to the 
value of the book. One in particular, 
“The Quality of Census Income Data,” 
will be very helpful to anyone working 
with 
survey and it is well worth reading by 


income data collected via the 


those concerned with the more general 
use of the survey method. 


Joun A. Howarp 
University of Chicago 


The Big Business Executive: The Fac- 
tors That Made Him, 1900-1950. 
By Mabel Newcomer (New York: 
Columbia University Press, 1955, 
pp. xu, 164. $4.00) 

This is a realistic and _ statistical 
study of the training and qualifications 
of the top executives of the largest 
American railroad, utility, and indus- 
trial corporations. Based upon _bio- 
graphical data and corporation prac- 
tice, it analyzes the nativity, family 
background, religious and political affl- 
iations, formal education, and range of 
business experience of the executives. 
It also examines the role of inherited 
wealth and of executive investment in 
the company, the character of the 
boards of directors, salaries and other 
incentives, and the accepted qualifica- 
tions for top executive responsibility. 

The common-sense analysis of the 
data is supplemented by the findings 
of other investigators and projected 
against important changes that have 


occurred in the great corporation and 
in the responsibilities of the principal 
executive. The result is a comparative 
study of considerable value, with im- 
portant implications for corporation 
policy and for such scholarly fields as 
business administration, economic and 
entrepreneurial history, and economics. 

The book does not, however, live up 
to its subtitle. The reader is left with 
the feeling that some of the primary 
factors contributing to the training and 
studied, 
whether these factors involve personal 


elevation of the executives 


magnetism, specific managerial experi- 
ences, unidentified leadership qualities, 
“pull,” “push,” or inter-executive com- 
petition and high-level diplomatic tal- 
ents have yet to be identified and 
evaluated. Proper emphasis is placed 
upon the change in the chief executive 
from the “money-maker” founder or 
corporation promoter and speculator of 
1900 to the semiprofessional, salaried 
career man of 1950 — from the laissez- 
faire executive who had varied experi- 
ence, ties with other corporations, and 
a considerable investment in the cor- 
poration that he headed, and who took 
large risks and made major policy de- 
cisions, to the typical 1950 executive 
who had no significant investment in 
the corporation and whose tasks were 
those of coordinating, appointing junior 
executives, leading in policy discussion 
and formulation, and cultivating satis- 
factory relations with supervising gov- 
ernments and the public. 

Emphasis is placed upon the trend 
toward training and selecting indi- 
viduals with a college education and 
long experience within the company, the 
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growing opportunity for the college- 
educated junior from a_ relatively 
poor family to work up to the top (as, 
for example, at Procter and Gamble) 
and the undesirable inbreeding of ex- 
ecutives and directors. The importance 
of paternal independent business ex- 
perience, of Republican Party member- 
ships, and of Episcopalian or Congre- 
gationalist religious affiliations to the 
1950 executive are noted. 

The text contradicts itself (p. 147 
versus p. 150) on the practical signifi- 
cance of specialized professional train- 
ing in fields unrelated to business 
administration (engineering or law for 
example). The trend toward profes- 
sionalization of the chief executive is 
projected against the “ideal” and the 
possibilities of securing better future 
executive leadership. The diminishing 
importance of inherited wealth, the 
practical significance of middle-income 
family origins and American birth, the 
growing indispensability of college edu- 
cation, and the unpredictable poten- 
tiality of advanced training in graduate 
schools of business administration. for 
the top executive are noted. 

An important omission is the lack of 
analysis and evaluation of the numer- 
ous in-service junior and major execu- 
tive training programs now in vogue, 
although that of Standard Oil of New 
Jersey is described briefly. Could not 
company statements of objectives and 
types of in-service training and com- 
pany appraisals of the results have been 
secured? Is it not possible that in this 
area will be discovered the more funda- 
mental factors in the training and pro- 
motion of executives, and the better 


| 
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definition: of the leadership and per- 

sonality factors that further their 

success? | 
Cuerster McA. DESTLER 


New London, Connecticut 


The Future of American Prosperity. 
By Philip Wernette (New York:; 
Macmillan Company, 1955, pp. ix, 
262. $3.50) 


This cheerful little book is devoted 
to one central proposition: we have 
learned at long last how to dampen 
economic fluctuations and with this 
knowledge we may reasonably expect} 
to enjoy a future of unbroken pros-: 
perity. The author believes that past! 
instability was due to malfunctioning: 
of the monetary system. But that has: 
been cured. Now, with an expanding 
and ever-more-productive population, 
we can solve the problems of poverty 
and economic justice. | 

He is specific in his goal: this new 
economic power should be used to pro- 
mote gracious living. The only note of 
doubt to darken these pages is that 
other countries are not as well equipped 
to solve their economic problems. Their 
fear and envy might lead to compulsive 
communism, conflict, and war. But 
even here the author’s deep-rooted 
optimism never quite abandons him; 
he suggests the interesting idea that if 
the communists come to believe that 
we don’t have to resort to war to sus- 
tain prosperity, their fears will lessen 
and their intransigence will moderate. 

This book was quite evidently aimed 
at a nonprofessional audience. The ad- 
mirably simple and lucid style, and the 
suppression of difficult problems of 
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analysis suggest this to have been his 
hope. Only a few: times does he turn 
aside to points of economic analysis 
that might trap the unsophisticated 
reader as, for example, when he poses 
a rather subtle paradox with respect to 
monetary velocity (p. 113). Once or 
twice the author’s effort at oversimpli- 
fication leads him to use rather absurd 
and pointless illustrations, as when in 
a confusing passage called “The Po- 
tato Standard: A Parable” (p. 150), 
he tries to spell out the workings of the 
monetary system. But such lapses from 
clarity are rare. 

The book should therefore be judged 
by the terms of reference the author 
has chosen for himself. By these terms 
the book is excellent. But professional 
economists must still wrestle with the 
problem: how far can we go with good 
conscience in representing to the public 
that our state of knowledge and the 
political instruments for giving it ef- 
fect have been perfected to the point 
where we have a reasonable hope of 
success? In a purely formal sense, the 
author has protected himself. He quali- 
—fies his major theme with several con- 
ditions: we can be prosperous if gov- 
ernmental policies, particularly with 
respect to money, are wise; if business 
passes some of the benefits of greater 
productivity along to consumers in the 
form of lower prices; if labor leaders 
practice restraint and statesmanship in 
their wage demands; and finally the 
big if, if we can avoid a destructive 
atomic war. The escape clause has 
been written in but will the nonpro- 
fessional reader see or remember it? 
If (the reviewer’s “if” this time) all 
these happy circumstances do not pre- 


vail, no more than a fairly moderate 
but prolonged recession might lead 
this kind of reader to feel that econ- 
omists have misled him once more. 
Each economist has a full right to 
his views. But he has just as compelling 
an obligation to make a careful dis- 
tinction between his views and_ those 
on which the profession is united. For 
example, Professor Wernctte’s 
are considerably more optimistic than 
the report of the Committee on Public 


views 


Issues of the American Economic Asso- 
ciation of which Professor Slichter was 
chairman (American Economic Re- 
view, September, 1950). And that re- 
port certainly was not a pessimistic onc. 

Optimism and faith and courage 
are admirable qualitics in a man. Per- 
haps as a profession we have too often 
been doubtful and gloomy. Possibly 
such a book as this is needed to bal- 
ance the more doleful voices of profes- 
sional opinion. in the preface the 
author says: “In recent years I have 
lectured from coast to coast before 
businessmen and bankers on the sub- 
ject (actually a happy one): ‘What’s 
Ahead for America?’ But whether I 
am in conservative Boston, dynamic 
Detroit, busy Minneapolis, or fast- 
expanding Los Angeles, there never 
fails to be raised a Voice of gloom, 
skepticism, and fear. A voice that .. . 
says, ‘But, sir, in the late 20’s we also 
had a slogan, “Prosperity is here to 
stay,” and yet the 30’s followed. A 
Voice . .. that doubts our ability to 
cope with the business cycle.” 

This reviewer feels that the Voice 
deserves a more respectful answer. 

Rotanp I. Rosinson 

National Bureau of Economic Research 


